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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recom- 
mendation. This  listing  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report  and  the  audited  agency's 
reply  thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  reply  of  the  Department  of  Revenue  is 
included   in  the  back  of  this   report. 


1A     Redesign  the  withholding  tax  data  process- 
ing system  to  facilitate  account  analysis. 

Agency   Reply:       Concur.      See  page  69. 

IB     Improve  the  system's  error   reporting   and 
correction   process. 

Agency   Reply:       Concur.      See  page  69. 

2A     Reconcile  the  withholding   tax   subsystem 
to  SBAS. 

Agency   Reply:       Concur.      See  page  69. 

28    Compare  and  analyze  withholding  taxes 
claimed  and  collected. 

Agency   Reply:       Concur.      See  page  69. 

3  Follow  established   policies   relating  to  field 
audits. 

Agency   Reply:       Concur.      See  page  69. 

4  Cooperate  with  the  Workers'   Compensation 
and   Unemployment   Insurance   Divisions  of 
the  Department  of  Labor  and    Industry  to 
obtain  evidence  of  employer  compliance 
with   withholding   requirements. 

Agency   Reply:       Concur.      See  page  69. 

5  Increase  the  audit  coverage  of  employers 
in  the  withholding  tax  area. 

Agency   Reply:       Concur.      See  page  70. 
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SUMMARY   OF   RECOIVIMENDATIONS   (Continued) 


Page 


6  Establish   policies  and  procedures  to  ensure 
the  bad  debt  collection   service  operates 

effectively.  12 

Agency   Reply:       Concur.      See   page  70. 

7  Either  comply   with  the   law  or  seek   legis- 
lation  to  allow  transfer  of  in-state  debtor 

accounts  to  collection  agencies.  13 

Agency   Reply:       Do   not  concur.      See  page  70. 

8A    Perform  a  cost/benefit  analysis  on  collec- 
tion of  debts.  14 

Agency   Reply:       Concur.      See  page  70. 

8B     Establish   specific  dollar  limits  for  bad  debt 

collection  and  write  off.  14 

Agency   Reply:       Concur.      See  page  70. 

8C     Evaluate  costs  associated  with  the  bad  debt 

collection   service.  15 

Agency   Reply:       Concur.      See  page  70. 

8D     Implement  procedures  to  reduce  expenses 
and   increase  collections  of  the  bad  debt 
collections  service.  .  15 

Agency   Reply:       Concur.      See  page  70. 

9       Correct  the  data  processing  weaknesses 

discussed  above.  17 

Agency   Reply:       Concur.      See  page  71. 

10  Automate  its   review  of  corportation  tax 

non-filers.  17 

Agency   Reply:       Concur.      See  page  71. 

11  Account  for  motor  fuels  and   inheritance 
tax  accounts   receivable  on  an  automated 

accounts   receivable  system.  19 

Agency   Reply:       Concur.      See  page  71. 
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SUMMARY   OF    RECOMMENDATIONS   (Continued) 

Page 

12  Consider  establishing  a  business/corporation 
database  for  sharing  data  within  the  depart- 
ment and  other  state  agencies.  20 

Agency   Reply:       Concur.      See   page  72. 

13A     Accrue  and   defer  tax   revenue  in   accordance 

with  state  policy.  22 

Agency   Reply:       Concur.      See  page  72. 

13B    Account  for  delinquent  and  current  year 
tax  amounts   separately  within   its  account- 
ing  records.  22 

Agency   Reply:       Concur.      See  page  72. 

13C     Establish   an   accounts   receivable   less  an 
allowance  for  doubtful   accounts  for  taxes 
not  collected   by  fiscal   year-end.  22 

Agency   Reply:       Concur.      See  page  72. 

14  Record  federal   revenue  in  accordance  with 

generally  accepted   accounting   principles.  23 

Agency   Reply:       Concur.      See  page  72. 

15  Establish   procedures  to  ensure  timely  and 
accurate  credit  for  changes  and  collections 

on  accounts.  24 

Agency   Reply:       Concur.      See  page  72. 

16A     Ensure  all   taxes  are  reported  and   collected 
by  seeking   legislation   to  require  all   pur- 
chasers of  Montana  oil   to  file   reports  with 
the  department  detailing  quantity  and   pro- 
ducer's  name.  25 

Agency   Reply:       Do  not  concur.      See  page  73. 

16B     Ensure  all    taxes  are   reported   and   collected 
by   requiring   gasoline  dealers  to  submit  bills 
of  lading   and   that   imported   gasoline   reports 
be  submitted.  25 

Agency   Reply:       Concur.      See  page  73. 
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17  Liquor  Division  pay  for  support  services 
based  on  a   reasonable  allocation  of  the 

costs  of  the  services   received.  26 

Agency   Reply:      Concur.      See  page  73. 

18  Legislature  fund   the  licensing  function 

from  the  licensing   revenues.  27 

Agency   Reply:       Concur.      See  page  73. 

19  Record  earned   investment  income  at  fiscal 

year-end.  29 

Agency   Reply:       Concur.      See  page  73. 

20  Report   its  fixed   assets   in  accordance  with 

generally  accepted  accounting   principles.  30 

Agency   Reply:       Concur.      See  page  74. 

21  Appoint  a  multi-state  adivsory  council   in 
accordance  with   state  law  or  seek  changes 

to  the  law.  30 

Agency   Reply:       Concur.      See  page  74. 

22A     Record  accounts   receivable   -  dishonored 
checks  offset  by  an  allowance  for  uncol- 
lectible accounts  within  the  fund  that 
received  the  dishonored  checks.  32 

Agency   Reply:       Concur.      See  page  74. 

22B     Ensure  the  uncleared  collections  account 
has  a  zero  cash   balance  at  year-end   by 
distributing  any  cash   remaining   in  the 
account  at  June  30.  32 

Agency   Reply:       Concur.      See  page  74. 

23  Require  property  division  personnel  to 
check  property  back  to  the  PAMS  list- 
ing when  visting  county  offices.  36 

Agency   Reply:       Concur.      See  page  75. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Department 
of  Revenue  for  the  two  fiscal  years  ended  June  30,  1982.  The 
objectives  of  our  audit  were  to:  (1)  determine  if  the  department's 
financial  statements  present  fairly  its  financial  position  as  of  June  30, 
1982  and  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1982;  (2)  determine  compliance  with  applicable  state  and 
federal  laws  and  regulations;  and  (3)  provide  recommendations  for 
improving     management     and     internal     controls     in    the    department. 

A    performance   audit   of  the   Liquor   Division   was   issued   by  our 
office      in      December      1982.         Recommendations     concerning      liquor 
inventory  quantities  and   profitability,    administration,    and    legislative 
changes    to    improve    the    liquor    merchandising    system    are    included 
in  the  performance  audit  report. 

This  report  contains  23  recommendations  to  the  department. 
These  recommendations  address  deficiencies  in  management,  internal 
controls,  and  compliance  issues.  Other  deficiencies  deemed  not  to 
have  a  significant  effect  on  the  successful  operations  of  the  depart- 
ment programs  are  not  specifically  included  in  the  report,  but 
have  been   discussed   with   management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report.  If 
we  determined  that  significant  costs  are  associated  with  implementa- 
tion of  a  recommendation,  we  disclose  the  cost  in  each  report 
section . 

We  thank  the  director  and  her  staff  for  their  cooperation  and 
assistance  throughout  the  audit. 


DEPARTMENT    BACKGROUND 

The    Department    of    Revenue    was    created    through    the    Execu- 
tive  Reorganization   Act  of  1971.      The  department's   primary  function 
is  the  uniform  administration  of  all    state  tax   laws. 

The    department    presently    consists    of    the    following    nine  divi- 
sions: 


Centralized  Services    provides    a   wide   variety   of   support   ser- 
vices   for    the    department.       Included    among    them   are   central 
mail   processing,    cashiering,    accounting,    personnel   and   payroll, 
and   internal   management  review.      The  division   also  administers 
the    collection    of    bad    debt    receivables    for    all    state    agencies. 

Income  Tax  administers  state  income  tax  law.  The  division 
has  active  audit,  compliance,  and  collections  programs  and  is 
responsible  for  operating   the  tax  withholding   system. 

Legal  and  Enforcement  provides  legal  services  for  the  depart- 
ment. It  also  administers  programs  which  enforce  the  state 
liquor  code,  investigate  welfare  fraud,  enforce  the  child 
support  obligations  and   investigate  Medicaid  fraud. 

Liquor  administers  the  laws  governing  the  sale,  taxation,  and 
consumption  of  distilled  spirits,  wine,  and  beer.  It  also 
operates  the  state  retail   liquor  enterprise. 

Miscellaneous  Tax  administers  several  revenue  sources  includ- 
ing the  cigarette  and  tobacco  products  taxes,  the  contractor's 
gross  receipts  tax,    and  the  state  inheritance  tax. 

Motor   Fuel   Tax   is   responsible  for  administering  the   law  imposing 
tax  on   gasoline,    diesel   fuel,    gasohol,    and   aviation   fuel. 

Natural  Resource  and  Corporation  administers  the  corporation 
license  tax  on  the  net  income  of  corporations  and  major  sever- 
ance, and  net  and  gross  proceeds  taxes  applied  to  natural 
resources  such  as  coal,   oil,   and   natural   gas. 

Property  Assessment  is  responsible  for  valuing  all  taxable 
property  in  the  state.  The  division  is  charged  with  assuring 
uniformity  and  equality  among  the  various  counties  and  with 
determining  and  apportioning  the  value  of  taxable  property 
which  crosses  county   lines. 

Research  and  Information  provides  data  processing  and  word 
processing  services  for  the  department.  The  division  also 
administers  the  research  program  which  compiles  information, 
analyzes  data  using  statistical  methods,  forecasts  revenues 
from  tax  sources,  provides  responses  for  taxpayer  questions, 
and   is   responsible  for  major  department  publications. 
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WITHHOLDING   TAX 

The  Income  Tax  Division  Withholding  Tax  Bureau  is  respon- 
sible for  ensuring  employer  compliance  with  Montana  withholding 
statutes.  Withholding  for  income  tax  revenue  was  approximately 
$119  million  and  $131  million  in  fiscal  years  1980-81  and  1981-82, 
respectively.  This  represents  25  percent  of  total  department  reve- 
nue. Audits  of  this  tax  should  be  sufficient  to  ensure  unreported 
taxes  are  found  and  collected.  Our  prior  audit  of  the  department 
for  the  two  fiscal  years  ended  June  30,  1977  and  the  fiscal  year 
1979-80  audit  of  specific  tax  divisions  found  numerous  problems  in 
the  area  of  withholding  tax.  In  the  following  sections  we  discuss 
problems  noted  during  our  current  audit  associated  with  the  with- 
holding tax  data  processing  and  audit  function. 
Data  Processing 
--System   Design 

The  Withholding  Tax  Bureau  IVIW-5  data  processing  system  is 
designed  as  a  subsidiary  detail  ledger  to  the  Statewide  Budgeting 
and  Accounting  System  (SBAS).  As  such,  reconciliations  with 
SBAS  are  important.  Reconciliations  would  provide  an  external 
check  on  the  completeness  of  information  in  the  MW-5  system.  We 
noted  that  no  provision  for  reconciling  is  in  the  system  design. 
This  weakness  was  also  noted  during  our  fiscal  year  1979-80  audit 
of  selected  taxes. 

Withholding  also  maintains  an  automated  accounts  receivable 
system  for  the  individual  accounts.  The  accounts  receivable 
function    is    segregated    from    the   IVIW-5    system.      The  data   structure 


within    the   withholding    tax    system    and    report    formats    do    not    lend 
themselves   to  expedient  and   complete  account  analysis. 

A  single  cashier  number  is  assigned  to  each  check  submitted. 
When  the  bureau  receives  combined  payments  for  a  quarterly  filing 
of  withholding  tax  and  a  receivable  amount  they  must  split  the 
cashier  number  on  the  source  document  between  the  MW-5  system 
and  the  accounts  receivable  system. 
--Error   Reporting   and   Correction 

Our  prior  audit  of  the  system  identified  weaknesses  in  error 
reporting  and  corrections.  Although  there  has  been  improvement 
in  this  area,  problems  still  exist.  The  system  has  several  edit 
cycles  and  resulting  error  reports.  Based  on  statistics  and  inter- 
views with  bureau  personnel,  approximately  16  percent  of  returns 
entered  into  the  system  are  rejected  due  to  major  errors.  Approxi- 
mately 5  percent  contain  computational  or  remittance  errors,  causing 
an  error  resolution  sheet  to  be  printed.  Currently,  an  estimated 
four  full-time  employees  are  used   to  make  corrections. 

Because  of  the  amount  of  manual  processing  required  and 
inadequate  staffing  in  the  Withholding  Tax  Bureau,  error  correction 
for  the  iVIW-5  system  is  currently  at  least  six  months  behind. 
Delays  cause  problems  in  maintaining  up-to-date  information  on  the 
employer,  such  as  current  addresses  or  changes  in  status  of  the 
business.  The  department  is  also  unable  to  inform  corporations  of 
their  current  payments  and   balances. 

The     cost     to     redesign     the    withholding     tax     data     processing 
system    would     be    approximately    $130,000.       Once    an    efficient    and 
workable  system  was   implemented   the  audit  capabilities  for  withhold- 
ing  tax    revenue   would    increase. 


RECOMMENDATION    #1 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  REDESIGN     THE    WITHHOLDING     TAX    DATA    PROCESSING 
SYSTEM   TO    FACILITATE    ACCOUNT    ANALYSIS. 

B.  IMPROVE       THE       SYSTEM'S       ERROR       REPORTING      AND 
CORRECTION    PROCESS. 

Reconciliations 

As  stated  previously,  withholding  tax  revenues,  as  reported 
by  the  department,  represent  25  percent  of  total  department  reve- 
nues. This  is  a  significant  portion  of  revenue  deposited  to  the 
state's  General  Fund.  It  is  important  for  the  department  to  ensure 
that  withholding   taxes  are  properly   reported   and   collected. 

We  found  that  the  department  does  not  reconcile  withholding 
taxes  reported  on  its  subsystem  to  collections  reported  on  SBAS. 
Because  of  problems  we  noted  in  the  withholding  tax  subsystem 
(see  pages  3  through  5)  it  is  not  feasible  to  reconcile  the  amounts 
at  this  time.  Every  effort  should  be  made  to  complete  a  reconcilia- 
tion to  ensure  the  validity  of  the  subsystem  and  amounts  reported 
on   SBAS. 

When  an  individual  files  an  income  tax  return  the  amount  of 
tax  claimed  as  withheld  is  reported  as  a  separate  line  item.  The 
department  inputs  this  amount  to  the  income  tax  subsystem  master 
file.  To  date  the  department  has  not  compared  or  analyzed  the 
differences  between  the  amount  of  withholding  tax  collected  as 
reported  on  SBAS  and  the  total  amount  of  withholding  claimed  on 
filed  income  tax  returns.  This  comparison  would  reveal  one  of  two 
possible  problems: 


1.  Employers  are  not  filing  withholding  tax  returns  and 
therefore  not  submitting  taxes  withheld.  (Withholding 
taxes  claimed  exceed  withholding  taxes  paid.) 

2.  Employees  are  not  filing   income  tax   returns  or  not   includ- 
ing   all    taxable    income.       (Withholding    taxes    paid   exceed 
withholding  taxes  claimed.) 


Although  both  situations  may  exist  concurrently,  the  depart- 
ment could  increase  either  the  withholding  tax  collection  efforts  or 
the  income  tax  collection  efforts  to  detect  these  problems. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECONCILE  THE  WITHHOLDING  TAX  SUBSYSTEM  TO 
SBAS. 

B.  COMPARE  AND  ANALYZE  WITHHOLDING  TAXES  CLAIMED 
AND  COLLECTED. 

Field   Audits 

We  reviewed  five  withholding  tax  field  audits.  According  to 
department  policy,  these  audits  should  be  selected  based  on  possible 
tax  effect,  a  standard  audit  program  should  be  followed  and  com- 
pleted, and  a  supervisory  review  should  take  place  of  the  audit 
work  performed.  We  noted  the  following  in  four  of  the  five  field 
audits   reviewed: 


1.  In    two   cases   a   supervisory    review   of   the   audit   was   not 
apparent. 

2.  In   one   case   a   copy   of  the   audit   program   was  not  in  the 
workpapers   and    not  all  of  the  audit  steps  were  complete. 

3.  One    "audit"    did    not    constitute    an    audit    as    defined    by 
department  policy. 


Field  audits  performed  by  the  bureau  sliouid  adequately 
document  the  procedures  performed  and  include  evidence  of  a 
supervisory   review. 

RECOMIVIENDATION   #3 

WE     RECOMMEND     THE     DEPARTMENT     FOLLOW     ESTABLISHED 

POLICIES    RELATING   TO    FIELD   AUDITS. 

Cooperative  Audits 

Currently  auditors  of  the  Department  of  Revenue  (DOR)  and 
the  Unemployment  Insurance  Division  (UID)  and  the  Workers' 
Compensation  Division  (WCD)  of  the  Department  of  Labor  and 
Industry  review  employer  records  to  ensure  amounts  reported  for 
withholding  tax,  unemployment  insurance  tax,  and  workers'  com- 
pensation payments  are  accurate.  We  reviewed  these  audit  func- 
tions and  determined  that  payroll  information  obtained  during  a 
field    audit    by    one    audit    team    may    be    used    by    all    the   agencies. 

The  Department  of  Revenue  considered  the  possibility  of 
combining  the  audit  functions,  but  indicated  problems  may  be 
encountered  if  the  functions  were  combined.  We  agree  that  a 
combined  audit  function  may  not  be  practical.  However,  each 
audit  group  could  request  the  employer  to  provide  documentation 
of  compliance  with  laws  relating  to  withholding  taxes,  unemployment 
insurance  taxes,  and  workers'  compensation  payments.  This 
information  would  be  provided  to  the  related  agency  audit  group 
and  analyzed  accordingly. 


RECOMIVIENDATION    tt4 

WE  RECOMMEND  THE  DEPARTMENT  COOPERATE  WITH  THE 
WORKERS'  COMPENSATION  AND  UNEMPLOYMENT  INSURANCE 
DIVISIONS  OF  THE  DEPARTMENT  OF  LABOR  AND  INDUSTRY 
TO  OBTAIN  EVIDENCE  OF  EMPLOYER  COMPLIANCE  WITH 
WITHHOLDING    REQUIREMENTS. 

Audit  Coverage 

Currently  the  Withholding  Tax  Bureau  selects  for  audit  those 
employers  with  the  greatest  potential  recovery  of  revenue  to  the 
state.  By  selecting  only  high  dollar  employers  the  department  is 
not  fulfilling  their  statutory  responsibility  to  promote  equity  among 
taxpayers. 

We  noted  that  the  Unemployment  Insurance  Division  (UID)  and 
Workers'  Compensation  Division  (WCD)  of  the  Department  of  Labor 
and  Industry  perform  audits  of  employers  on  a  random  basis. 
Other  divisions  within  the  Department  of  Revenue  also  perform 
random  audits.  Department  personnel  indicated  UID  finds  85  per- 
cent of  its  randomly  selected  employers  to  be  in  compliance  with 
the  unemployment  insurance  tax  laws.  Department  officials  indicated 
that  if  they  used  random  selection  the  state  would  realize  less 
revenue  because  a  high  percentage  of  employers  are  in  compliance 
with   withholding   tax   laws. 

Randomness  in  the  selection  process  encourages  employers  to 
file  their  withholding  tax  returns.  By  encouraging  compliance  with 
the  tax  laws,  revenue  to  the  state  will  increase.  Eventually,  the 
department  wilt  have  audited  all  problem  employers  and  will  not 
have  obtained  the  coverage   provided   by   random   selection. 


The  department  should  begin  random  selection  of  employers  to 
audit  and  continue  auditing  problem  employers  to  ensure  unreported 
withholding  taxes  are  found  and  collected.  To  implement  random 
selection  the  department  may  need  to  hire  additional  staff  to  com- 
plete a  sufficient  number  of  audits  during  the  year.  The  depart- 
ment requested  an  additional  6.0  full-time  equivalents  at  a  cost  of 
approximately  $216,000  for  the  1985  biennium  to  aid  in  tax  report- 
ing and  withholding  tax  compliance. 

RECOIVIIVIENDATION   tt5 

WE  RECOMMEND  THE  DEPARTMENT  INCREASE  THE  AUDIT 

COVERAGE   OF   EMPLOYERS   IN   THE  WITHHOLDING  TAX 

AREA. 

STATEWIDE    BAD    DEBT    COLLECTION    SERVICE 
Background 

Section  17-4-104,  MCA,  authorizes  the  Department  of  Revenue, 
"To  provide  a  collection  service  for  the  general  purpose  of  central- 
izing the  collection  of  all  debts  owing  to  the  state."  The  depart- 
ment has  established  the  Bad  Debt  Collections  Bureau  of  the  Cen- 
tralized Services  Division  to  fulfill  its  responsibilities  in  this  area. 
The  bureau  employs  three  full-time  employees  and  is  funded  out  of 
the  state's  General  Fund.  The  bureau  reported  expenditures  and 
collections   as   follows: 


Expenditures : 
Collection  Agency  Commissions 
Salaries  and  Benefits 
Operating  Expenses 
Total 


Fiscal  Year 
1980-81 


$  33,702 

36,220 

5,602 

$  75,524 


Fiscal  Year 
1981-82 


$  39,491 

51,573 

7,138 

$  98,202 


Collections : 
Tax  offset,  Collection  Agency,  and 
Collection  Bureau  (Net  of  Commissions)    $147 ,036 


$183,733 


When  a  state  agency  has  made  all  reasonable  attempts  and 
cannot  collect  a  valid  account  receivable,  the  bad  debt  is  trans- 
ferred to  the  Department  of  Revenue's  Bad  Debt  Collections  Bureau. 
Some  debts  transferred  to  the  bureau  are  input  to  the  department's 
tax  offset  system  only.  This  system  applies  bad  debts  to  any  tax 
refunds  the  taxpayer  would  receive.  For  all  other  debts  the 
account  information  is  entered  on  the  department's  computerized 
accounts  receivable  subsystem  for  bad  debts.  Manual  index  cards 
that  include  the  account  information  are  also  prepared  by  the 
bureau.  An  account  receivable  and  income  is  then  established  on 
the  department's  accounting  records.  At  June  30,  1982  these 
records   reflect  a  $2,436,900  balance  in   bad   debt   receivables. 

Once  a  debt  is  accepted,  the  bureau  either  attempts  to  collect 
the  debt  itself  or  considers  referring  the  debt  to  a  collection 
agency  if  it  is  over  $100.  Once  a  month  the  bureau  sends  letters 
to  the  debtors  requesting  payment.  Bureau  personnel  contact 
some  debtors  by  phone  to  establish  payment  plans  or  to  attempt  to 
collect    the    debt.      When   payments  are   received   they  are  entered  on 
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the  subsystem,    posted   to  the  manual   cards,    recorded   in   the  account- 
ing   records    by    reducing    the   accounts    receivable    and    recording    a 
withdrawal   when   sent  to  the  originating   agency. 

Section  17-4-107,  MCA,  states  in  part,  "the  Department  of 
Revenue  may  establish  procedures  for  cancelling  and  writing  off 
accounts  receivable  carried  on  the  books  of  the  various  state 
agencies  which  have  been  transferred  to  the  department  under 
section  17-4-104,  MCA,  and  which  are  uncollectible  or  the  continued 
pursuance  of  the  collection  thereof  would  cost  the  state  more  than 
the  amount  collected."  If  the  debt  is  considered  uncollectible, 
under  the  department  established  writeoff  criteria,  it  is  written  off 
the  department's  records. 
Policies  and   Procedures 

During  our  examination  of  the  bad  debt  collection  service 
provided  by  the  department,  we  identified  problems  relating  to  the 
department's  policies,  and  the  handling  and  recording  of  bad 
debts.  These  problems,  as  listed  below,  indicate  the  department 
has   not  properly  managed   the  bad   debt  collection   program. 


1.  No  written  policies  exist  to  ensure  a  timely  review, 
approval,  and  referral  of  bad  debts  transferred  to  the 
collection  bureau.  Criteria  should  be  established  to 
ensure  a  specific  action  on  the  account  is  taken  within 
established   time   limits. 

2.  We  attempted  to  review  a  sample  of  twenty  files  of  accounts 
written  off  during  our  audit  period  for  support  of  the 
writeoff.  Six  of  the  files  could  not  be  located,  nine  of 
the  twenty  reviewed  did  not  support  the  reasons  for  the 
writeoff,  and  the  remaining  five  did  not  have  the  writeoff 
date  recorded  in  the  file.  Documentation  should  be 
maintained   in   the  files  to  support  writeoffs. 
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3.  During  our  review  of  accounts  written  off  we  noted  that 
the  collection  bureau  did  not  always  follow  its  established 
writeoff  policies.  For  example,  the  bureau  did  not 
consider  for  writeoff  several  accounts  with  balances  less 
than  $100.  Six  of  twenty-five  accounts  sampled  had 
balances  less  than  $10.  The  department  should  follow 
established   writeoff  policies. 

4.  The    department    has    not    performed    reconciliation    of    the 
bad    debt    accounts    receivable    subsystem    to    the    account- 
ing    records     since     1975.       This     reconciliation    should    be 
performed   monthly  to  ensure  the  validity  of  the  subsystem 
and   accounting   information. 

5.  We  sampled  25  accounts  at  June  23,  1982  from  the  sub- 
system to  verify  validity  of  the  receivable  balance.  We 
determined  52  percent  of  the  subsystem  accounts  con- 
tained incorrect  balances,  or  they  should  have  been 
written  off  or  transferred  to  a  collection  agency.  The 
department  should  establish  policies  to  ensure  the  sub- 
system   accounts    are    reviewed    and    analyzed    periodically. 

6.  Six  of  twenty-five  documents  requested  to  support  the 
bad  debt  accounts  receivable  subsystem  could  not  be 
found  by  department  personnel.  Documentation  of  these 
transactions   should   be  maintained. 

7.  During  our  audit  period  the  department  recorded  accounts 
receivable  and  income  on  the  accounting  records  when 
bad  debts  were  transferred  from  other  agencies.  If  the 
debt  was  collected  the  receivable  was  reduced  and  a 
withdrawal  recorded  when  the  money  was  transferred 
out.  This  method  is  not  in  accordance  with  generally 
accepted  accounting  principles  and  state  accounting 
policies. 


The  department  should  evaluate  the  bad   debt  collection   service 
and   establish   specific  policies  and   procedures  to  ensure  the  program 
operates  effectively. 

RECOMIVIENDATION   #6 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  POLICIES 
AND  PROCEDURES  TO  ENSURE  THE  BAD  DEBT  COLLECTION 
SERVICE   OPERATES    EFFECTIVELY. 
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Compliance 

Section  17-4-105(1),  MCA,  states  "the  department  may  contract 
with  commercial  collection  agencies  for  recovery  of  debts  owed  the 
state  by  debtors  residing  outside  the  boundaries  of  the  state." 
Department  policy  is  that  a]|  accounts  over  $100  are  considered  for 
transfer  to  a  private  collection  agency,  regardless  of  in-state  or 
out-of-state  debtor   status. 

Department  personnel  felt  that  if  the  law  did  not  specifically 
prohibit  the  use  of  collection  agencies  for  in-state  debtors  that  it 
was  alright  to  do  so.  The  collection  bureau  should  include  in-state 
debtors  in  its  collection  efforts  or  change  the  law  to  allow  these 
accounts  to  be  handled  by  a  collection  agency.  The  cost  of  using 
a  private  collection  agency  and  the  recovery  statistics  versus  the 
use  of  the  collection  bureau  should  be  considered  in  the  decision. 
If  all  accounts  over  $100  are  considered  for  transfer  to  a  private 
collection  agency  and  accounts  less  than  $100  are  considered  for 
write-off,  use  of  state  employees  to  provide  a  collection  service 
within   state  government  could   be   reduced  or  eliminated. 

RECOIVIIVIENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  EITHER  COMPLY  WITH 
THE  LAW  OR  SEEK  LEGISLATION  TO  ALLOW  TRANSFER  OF 
IN-STATE     DEBTOR     ACCOUNTS    TO    COLLECTION    AGENCIES. 

Collections  vs.    Cost  of  Bad    Debts 

The    department    has    not    evaluated    the    costs    associated    with 
collecting    bad    debts.       Based    on    past    collectibility    and    the    cost    to 
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collect  an  account,  it  may  not  be  cost  effective  to  try  to  collect  an 
account.  For  example,  using  the  tax  offset  system  may  be  relatively 
inexpensive;  however,  not  all  accounts  transferred  to  the  bureau 
can  be  placed  on  the  system.  The  department  should  calculate  the 
average  cost  to  service  the  various  accounts.  For  example,  the 
cost  to  set  up  the  bad  debt  on  the  tax  offset  system  will  differ 
from  the  cost  to  pursue  collection.  Also,  collection  agencies  retain 
as  a  commission  20  to  50  percent  of  the  amount  of  debt  they  collect. 
Based  upon  the  average  cost  to  service  the  accounts,  the  depart- 
ment should  establish  specific  dollar  limits  for  determining  which 
accounts  should  be  pursued  or  written  off.  The  department  should 
not  record  those  debts  for  less  than  the  limit  on  their  system. 
These  debts  should  be  immediately  written  off  when  transferred 
from  other  agencies. 

If  dollar  limits  were  established,  the  ratio  of  expenses  to 
collections  may  be  reduced.  The  department  should  evaluate  costs 
and  consider  collection  alternatives  such  as  the  use  of  collection 
agencies,  dollar  limits  for  attempting  collection  on  an  account,  and 
when   to  use  the  department's  tax  offset  system. 

RECOMIVIENDATION   #8 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  PERFORM    A    COST/BENEFIT    ANALYSIS    ON    COLLECTION 
OF    DEBTS. 

B.  ESTABLISH    SPECIFIC    DOLLAR     LIMITS     FOR     BAD    DEBT 
COLLECTION    AND   WRITE   OFF. 
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C.  EVALUATE  COSTS  ASSOCIATED  WITH  THE  BAD  DEBT 
COLLECTION    SERVICE. 

D.  IMPLEMENT  PROCEDURES  TO  REDUCE  EXPENSES  AND 
INCREASE  COLLECTIONS  OF  THE  BAD  DEBT  COLLEC- 
TIONS  SERVICE. 

AUTOMATED    DATA    PROCESSING 

The  department  maintains  several  automated  financial  applica- 
tions. The  Research  and  Information  Division  provides  data  process- 
ing services  to  the  department.  Prior  audits  of  the  department 
have  revealed  problems  in  this  area.  Numerous  improvements  have 
been  made  in  the  department's  data  processing  function  since  these 
audits. 

The  following  is  a  summary  of  the  status  of  recommendations 
from  the  audit  performed  by  a  CPA  firm  under  contract  with  our 
office  for  fiscal   year  1979-80: 


-The   department    has    established    a    policy    for  user  involvement 
in   systems  development. 

-Research  and    Information   Division   is   in  the  process  of  adopting 
system  development  standards. 

-A    system    has    been    established    to    prioritize    data    processing 
applications  for  development. 

-The  department  still  experiences  a  significant  backlog  of 
computer  application  development  requests.  This  backlog  is 
partially  due  to  a  lack  of  sufficient  programming  staff  and 
excessive  time  spent  on  system  maintenance.  The  Research 
and  Information  Division,  Systems  Development  Bureau,  employs 
15  programmer/analysts.  Of  the  15  full-time  equivalents 
(FTE),  it  is  estimated  that  3  FTE,  or  20  percent,  of  available 
staff  time  is  spent  on  development.  The  remaining  80  percent 
is  devoted  to  the  maintenance  of  existing  systems.  Ideally, 
80  percent  of  available  staff  time  would  be  spent  on  develop- 
ment. 
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Outlined  on  the  following  pages  are  problems  noted  during 
our  current  audit  in  the  areas  of  application  reviews,  corporation 
tax,  inheritance  and  motor  fuel  tax  receivables,  and  a  central 
database. 

Application    Reviews 

Our     review     of     the     department's     Research     and     Information 
Division     and     application     controls     in    the    withholding    tax,     income 
tax,    and    liquor  inventory  management  systems   revealed  the  problems 
detailed   below. 


(1)  Batch  controls  are  not  used  and  control  totals  are  not 
reviewed  by  the  Liquor  Division  to  ensure  all  liquor 
store  sales  reports  sent  to  data  processing  are  entered 
into  and  properly  processed  through  the  automated 
system.  Without  these  procedures,  there  is  increased 
possibility  of  improperly  entered  data,  omission  of  data, 
and   inaccurate   reports. 

(2)  Computer  programmers  have  access  to  system  programs 
and  could  implement  changes  without  knowledge  of  the 
system  users.  Change  control  procedures  should  be 
established  to  ensure  all  modifications  to  production 
programs  have  been  adequately  tested  and  approved  by 
the  user.  This  weakness  was  also  noted  during  our 
fiscal  year  1979-80  audit  of  selected  taxes.  The  Depart- 
ment of  Administration  is  currently  implementing  an 
automated  security  system  that  will  give  the  Department 
of  Revenue  greater  ability  to  restrict  access  to  program 
libraries  and   data  files. 

(3)  The  Liquor  Inventory  Management  (LIMS)  and  Income 
Tax  systems  do  not  have  approved  user  manuals.  The 
LIMS  manual  is  in  the  process  of  being  rewritten.  The 
income  tax  manual  is  written  although  it  has  not  been 
approved  and  put  into  use.  Our  review  of  the  withhold- 
ing tax  users  manual  indicated  it  does  not  have  detailed 
system  procedures  or  error  correction  procedures.  Lack 
of  complete  user  manuals  was  also  noted  during  our 
fiscal  year  1979-80  audit.  To  efficiently  operate  a  system, 
a  written  manual  of  systems  and  procedures  should  be 
prepared  for  all   computer  operations. 
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RECOMMENDATION   #9 

WE      RECOMMEND     THE      DEPARTMENT      CORRECT     THE     DATA 

PROCESSING   WEAKNESSES    DISCUSSED   ABOVE. 

Corporation   Tax 

The  department  manually  reviews  an  estimated  20,000  corpora- 
tion tax  files  to  determine  delinquency.  Once  corporate  tax  delin- 
quent accounts  are  determined,  delinquency  notices  are  manually 
prepared.  According  to  department  policy,  these  accounts  are 
then  manually  reviewed  again  approximately  every  three  months  for 
the  next  nine  months  to  determine  if  the  accounts  have  been  paid. 
Department  personnel  indicated  the  initial  review  for  delinquent 
accounts  takes  approximately  six  weeks  of  evenings  and  weekends 
for  all   levels  of  staff,   file  clerks  to  managers. 

RECOMMENDATION   #10 

WE     RECOMMEND    THE     DEPARTMENT    AUTOMATE    ITS    REVIEW 

OF   CORPORTATION    TAX    NON-FILERS. 

Manual   Accounts   Receivable   Records 

The  department  maintains  an  automated  data  processing  system 
to  record  the  accounts  receivable  of  most  divisions.  The  system 
posts  receivable  transactions,  computes  interest,  ages  receivables, 
and  can  automatically  generate  statements  of  account  balances. 
The  system  provides  useful  and  timely  information  for  the  divisions 
which   utilize  it. 
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The  Motor  Fuel  Tax  Division,  and  the  Inheritance  Tax  Bureau 
account  for  receivables  manually.  Manual  postings  to  receivable 
transactions  and  reconciliation  of  balances  is  a  cumbersome  and 
time  consuming  process.  We  identified  the  following  problems  with 
the  manual  processing  of  accounts  receivable. 
--Motor   Fuels 

Currently  one  individual  in  the  division  performs  the  following 
functions: 

1.  Posts  accounts   receivable  to  ledger  cards. 

2.  Sends  account  statements. 

3.  Totals     ledger     cards     at     year-end     to     process    accounts 
receivable  amounts;    and 

4.  Performs  desk  audits  for  gasoline  tax   returns. 

These    functions    should    be    segregated    to    avoid    possible   abuse   in 
handling  the  receivable  balance  and  possible  over  or  understatement 
of  the  accounts   receivable  balance  at  June  30. 

Approximately  10,000  diesel  tax  ledger  cards  are  manually 
posted  for  accounts  receivable  and  interest  records.  There  is  no 
control  account  to  prove  totals  over  the  cards.  In  sample  tests  of 
ten  diesel  tax  account  balances,  five  accounts  contained  errors  in 
the  calculation  of  interest  and  penalty  payments.  We  also  noted 
that  the  accounts  receivable  balance  at  June  30,  1982  did  not 
include  approximately  the  previous  two  months  of  returns  and 
payments  because  of  delays   in   manually  posting  the  cards. 

As  a  result  of  the  possible  inaccuracies  in  the  diesel  tax 
manual  records,  it  was  not  practical  to  audit  the  balance  reported 
for     motor    fuel    tax    receivables    to    determine    whether    they    were 
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reasonable.      Motor  fuel   tax   receivables,    as   reported,    were  approxi- 
mately  $238,000   at   June   30,    1982. 
--Inheritance  Tax 

The  Inheritance  Tax  Bureau  also  maintains  manual  subsidiary 
detail  ledger  cards  for  accounts  receivable.  Card  balances  are 
posted  to  a   summary   sheet  monthly. 

In  calculating  accounts  receivable  balances  at  June  30  the 
bureau  did  not  include  the  interest  due  on  these  tax  receivables. 
Interest  receivable  for  Cascade  County  was  understated  by  approx- 
imately $14,000  at  June  30,  1982.  The  bureau  also  manually  reviews 
ledger  cards  for  past  due  accounts.  They  do  not  age  their  receiv- 
ables or  have  established  procedures  for  determining  whether  an 
account  is   uncollectible. 

An  automated  system  should  provide  detailed  information  as  to 
who  owes  what  amount,  a  trial  balance  of  the  accounts,  a  reconcilia- 
tion of  amounts  to  the  state's  accounting  system,  monthly  billings, 
and  an  aging  of  account  balances.  A  properly  implemented  auto- 
mated system  would  improve  accounting  efficiency  and  enhance 
internal   control   over   receivables. 

RECOIVIIVIENDATIQN    #11 

WE  RECOMMEND  THE  DEPARTMENT  ACCOUNT  FOR  MOTOR 
FUELS  AND  INHERITANCE  TAX  ACCOUNTS  RECEIVABLE  ON 
AN    AUTOMATED    ACCOUNTS    RECEIVABLE    SYSTEM. 
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Central    Database 

The  department  maintains  numerous  files  within  its  automated 
data  processing  systems  that  contain  information  regarding  employer 
withholding,  corporation  taxes,  the  liquor  operation,  etc.  The 
Department  of  Labor  and  Industry  also  maintains  files  on  such 
information  as  workers'  compensation,  unemployment  insurance, 
etc. 

The  department's  Research  and  Information  Division  is  develop- 
ing systems  with  the  idea  that  eventually  a  taxation  database  will 
be  created.  For  example,  much  of  the  information  and  commun- 
ication required  by  corporation  tax  can  be  shared  by  motor  fuels, 
and  natural  resources  systems  if  a  business/corporation  database  is 
established.  In  addition,  information  from  corporation  tax  files 
could  be  shared  with  the  Unemployment  Insurance  and  Workers' 
Compensation  Divisions,  the  Secretary  of  State,  and  possibly  other 
areas   in   state  government. 

The  department  should  consider  the  feasibility  of  establishing 
a  business/corporation  database  or  a  system  for  sharing  data  with 
other  department  divisions  and  other  state  agencies  while  still 
ensuring  the  confidentiality  of  specific  tax  information  as  required 
by   state  and   federal    law. 

RECOMMENDATION   #12 

WE    RECOMMEND   THE    DEPARTMENT   CONSIDER    ESTABLISHING 
A        BUSINESS/CORPORATION        DATABASE  FOR       SHARING 

DATA   WITHIN   THE    DEPARTMENT   AND  OTHER   STATE   AGENCIES. 
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ACCOUNTS    RECEIVABLE 

The     department     maintains     accounts     receivable     subsystems, 
either    automated    or    manual,    as    described    in    the    previous    section, 
as     its    detail     ledger    of    individual    accounts.       Our    audit    of    these 
subsystems   revealed  the  following   problems. 
Tax  Accruals 

According  to  generally  accepted  accounting  principles,  revenue 
should  be  recognized  when  the  taxpayer's  liability  has  been  estab- 
lished and  the  collectibility  is  assured  or  losses  can  be  reasonably 
estimated.  The  department  should  recognize  revenue,  record 
accounts  receivable,  and  provide  for  an  allowance  for  doubtful 
accounts  for  the  income,  corporate,  withholding,  inheritance, 
miscellaneous,    and   property  taxes. 

The  department  recognizes  revenue  from  university  millage 
property  taxes  at  the  time  the  amount  is  collected  rather  than 
when  the  tax  is  payable.  When  the  property  tax  assessment  is 
made,  it  is  to  finance  the  budget  of  that  particular  period,  and 
the  revenue  produced  from  any  property  tax  assessment  should  be 
recognized   in  the  period  for  which   it  was   levied. 

The  counties  are  the  state's  collecting  agents  for  these 
property  taxes.  The  counties  do  not  report  separately  on  the 
monthly  collection  report  to  the  department  the  amount  of  delinquent 
taxes  and  the  amount  of  current  taxes  submitted.  The  difference 
between  the  amount  assessed  for  the  current  year  and  the  current 
year  taxes  collected  would  be  recorded  as  an  accounts  receivable 
and  revenue.  The  department  currently  records  these  delinquent 
and  current  year  amounts  as  one  combined  amount  within  its 
accounting   records.      Therefore,    we  could   not  determine  the  amount 
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that    should    have    been    recorded    as    accounts    receivable,    revenue, 
and  allowance  for  doubtful   accounts   for  property  taxes. 

The  department  established  an  accounts  receivable  with  an 
offset  to  a  reserve  account  of  nearly  $14  million  at  June  30,  1982 
for  income,  corporate,  withholding,  inheritance,  and  miscellaneous 
taxes  for  which  a  return  has  been  filed.  However,  it  does  not 
recognize  the  revenue  until  the  amount  is  collected.  The  estimated 
portion  of  these  taxes  collectible  within  60  days  of  fiscal  year-end 
should  be  recorded  as  revenue  at  fiscal  year-end  and  the  remaining 
accounts   receivable   recorded   as  deferred   revenue. 

RECOMMENDATION   #13 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  ACCRUE  AND  DEFER  TAX  REVENUE  IN  ACCORDANCE 
WITH    STATE    POLICY. 

B.  ACCOUNT  FOR  DELINQUENT  AND  CURRENT  YEAR  TAX 
AMOUNTS  SEPARATELY  WITHIN  ITS  ACCOUNTING 
RECORDS. 

C.  ESTABLISH  AN  ACCOUNTS  RECEIVABLE  LESS  AN 
ALLOWANCE  FOR  DOUBTFUL  ACCOUNTS  FOR  TAXES 
NOT    COLLECTED    BY    FISCAL    YEAR-END. 

Federal    Grant   Revenue 

According  to  generally  accepted  accounting  principles  and 
Management  Memo  2-82-2,  federal  grant  revenues  should  be  recog- 
nized at  the  time  an  expenditure  is  made  since  the  expenditure  of 
funds  for  a  grant  is  the  prime  factor   in    recognizing   grant   revenue. 
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Federal  grants  of  the  department  are  received  on  a  cash  advance 
basis.  When  federal  grant  money  is  received  in  advance  of  antici- 
pated expenditures,  any  portion  considered  not  earned  as  of  fiscal 
year-end  should  be  recorded  as  deferred  revenue.  The  department 
should  ensure  that  current  year  revenue  equals  current  year 
expenditures    in    all    federal    accounting    entities    at   fiscal    year-end. 

RECOMMENDATION    #14 

WE    RECOMMEND    THE    DEPARTMENT    RECORD    FEDERAL    REVE- 
NUE   IN   ACCORDANCE   WITH    GENERALLY   ACCEPTED   ACCOUNT- 
ING  PRINCIPLES. 

Update   Procedures 

We  reviewed  35  individual  accounts  receivable  balances  from 
the  accounts  receivable  subsystems  outstanding  at  June  30,  1982. 
Four  of  these  balances  were  incorrect.  Reasons  for  the  incorrect 
balances  were  as  follows: 

(1)  Accounts     had    been    collected    yet    not    removed    from    the 
system. 

(2)  The    original    accounts    receivable    amount    was    reassessed 
and   not  changed  on   the   system. 

(3)  One  account  was   assessed   in   error. 

We  also  reviewed  the  balances  of  thirty  accounts  over  six 
months  old  for  collectiblity  and  found  two  that  should  be  written 
off   in   the   amount  of  $12,742. 
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RECOIVIIVIENDATION   #15 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  PROCEDURES 
TO  ENSURE  TIMELY  AND  ACCURATE  CREDIT  FOR  CHANGES 
AND    COLLECTIONS   ON    ACCOUNTS. 

TAX    RECEIPT    VERIFICATION 

The    department's     responsibilities     include    ensuring     all    taxes 
due    are     reported    and    subsequently    collected.       In    our    review    of 
this   function   we  determined   that  currently  the  department  does   not 
ensure  that  all   taxes  are  reported  for  the  following   taxes. 
Oil    Producers'   Severance  Tax 

Some  companies  purchasing  oil  from  Montana  oil  producers 
submit  a  report  of  their  purchases  to  the  department.  There  is  no 
law  requiring  the  report  to  be  filed  and,  therefore,  many  pur- 
chasers do  not  file.  Legislation  was  introduced  and  passed  during 
the  1983  Legislative  Session  requiring  each  producer  of  crude 
petroleum  in  the  state  to  render  a  statement  to  the  state  treasurer, 
the  department,  and  the  Board  of  Oil  and  Gas  Conservation  of  all 
crude     petroleum     produced     and    marketed     by     him     in    this     state. 

An  oil  producers'  severance  tax  is  to  be  collected  on  all  oil 
produced  in  the  state  and  subsequently  sold.  If  purchasers' 
reports  were  required  by  law,  the  department  could  compare  the 
reports  with  the  oil  producers'  reported  sales  to  ensure  taxes  are 
being   paid  on  all  oil   sold   in  the  state. 

The  department   reported    revenue  of  $19,578,171    and   $51,077,548 
in  fiscal    years   1980-81    and   1981-82,    respectively,    for  oil   producers' 
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severance   tax.       Because   of  the  significance  of  these   revenues,    the 
department  should   ensure  the   larger  oil    producers  are   reporting   all 
of  their   sales. 
Gasoline  Tax 

The  department  does  not  receive  manifests  or  bills  of  lading 
for  all  gas  shipped  within  the  state.  Also,  reports  are  not  received 
from  all  the  states  which  export  gas  into  Montana.  There  is  no 
law  requiring  these  be  submitted.  Because  of  this,  the  department 
cannot  verify  that  taxes  are  paid  on  all  gallons  of  gas  sold  in  the 
state. 

The    department    should    establish    controls    to  ensure  that  sales 
reported   on   the  tax    return   are  accurate  based  on   the  documentation 
of  gallons   sold. 

RECOMMENDATION   #16 

WE    RECOMMEND    THE    DEPARTMENT    ENSURE   ALL   TAXES   ARE 

REPORTED   AND   COLLECTED   BY: 

A.  SEEKING     LEGISLATION     TO    REQUIRE    ALL    PURCHASERS 
OF   MONTANA   OIL    TO    FILE    REPORTS   WITH    THE    DEPART- 
MENT    DETAILING    QUANTITY     AND     PRODUCER'S    NAME. 

B.  REQUIRING  GASOLINE  DEALERS  TO  SUBMIT  BILLS  OF 
LADING  AND  THAT  IMPORTED  GASOLINE  REPORTS  BE 
SUBMITTED. 

SUPPORT   SERVICES 

The   legislature  appropriates    Liquor   Division   moneys  to   support, 
in     part,     the     Research     and     Information    Division,     the    Centralized 
Services    Division,     and    the    Legal    and     Enforcement    Division.       The 
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funding  provided  by  the  Liquor  Division  to  these  divisions  does 
not  relate  to  actual  services  rendered  to  the  Liquor  Division.  The 
following  schedule  shows  the  amount  of  liquor  funds  provided  and 
the  amount  of  actual  services  rendered  by  the  various  support 
divisions  to  the   Liquor   Division   for  fiscal   years   1980-81    and   1981-82. 

Fiscal   Year    1980-81  Fiscal  Year    1981-82 


Actual  Actual 

Funding  Services  Funding  Services 

Provided  Received  Provided  Received 


Research  and 

Information  $275,894  $232,557  $321,387  $204,919 

Centralized   Services  22,193  177,542  223,794 

Legal   &  Enforcement  200,097  217,793  183,948  272,763 

Director's   Office               _^  39,620  15,000  67,100 

Total  $498,184  $667,512  $520,335  $768,576 


Generally  accepted  accounting  principles  define  an  enterprise 
fund,  where  the  liquor  operations  are  reported,  as  one  that  accounts 
for  operations  that  are  financed  and  operated  in  a  manner  similar 
to  private  business  enterprises  -  where  net  profit  is  measured.  In 
order  to  fairly  present  the  net  profit  of  the  liquor  operation,  the 
division  should  pay  for  actual  support  services  rendered.  Since 
profits  may  not  be  less  than  15  percent  of  net  liquor  sales  and 
operational  expenses  of  the  liquor  merchandising  system  may  not 
exceed  15  percent  of  net  liquor  sales  during  the  1983  biennium,  a 
true  accounting  of  expenditures   is   necessary. 

RECOMMENDATION   #17 

WE  RECOMMEND  THE  LIQUOR  DIVISION  PAY  FOR  SUPPORT 
SERVICES  BASED  ON  A  REASONABLE  ALLOCATION  OF  THE 
COSTS   OF    THE    SERVICES    RECEIVED. 
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APPROPRIATION    FOR    LICENSING 

Under  the  current  system,  expenses  of  the  liquor  licensing 
function  are  paid  from  the  Liquor  Revolving  Fund,  but  the  license 
collections  are  deposited  in  the  General  Fund.  Therefore,  the 
liquor  merchandising  function  appears  to  be  less  profitable  than  it 
actually  is.  In  order  to  more  fairly  present  the  financial  position 
of  the  liquor  merchandising  function,  the  Legislature  should  fund 
the  licensing  function  from  licensing  revenues.  To  accomplish 
this,  the  Legislature  could  appropriate  the  funds  for  the  licensing 
function  from  the  General  Fund.  Another  option  would  be  to 
deposit  the  licensing  revenues  into  the  Liquor  Revolving  Fund  and 
then   transfer  the  excess   revenues  to  the  General    Fund. 

RECOMIVIENDATION   #18 

WE     RECOMMEND     THE     LEGISLATURE     FUND    THE     LICENSING 

FUNCTION    FROM   THE    LICENSING    REVENUES. 

INVESTMENTS 

All  of  the  department's  investments  are  held  by  the  State 
Board  of  Investments.  The  funds  held  include  the  Permanent  Coal 
Trust,  Resource  Indemnity,  and  Coal  Tax  -  Park  Acquisition 
Funds.  Errors  noted  for  the  reporting  of  these  investments  are 
discussed   below. 
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Permanent  Coal   Trust   Fund 

House  Bill  500,  Laws  of  1981,  requires  that  all  interest  earned 
on  the  Permanent  Coal  Trust  Fund  be  deposited  to  the  General 
Fund.  The  department  initially  records  the  interest  income  in  a 
clearing  account  and  then  transfers  the  income  to  the  General 
Fund. 

At  June  30,  1981,  there  was  a  balance  of  $16,215  of  income  in 
the  clearing  account.  Again  at  June  30,  1982  interest  income  of 
$183,881  in  the  account  was  not  transferred  to  the  General  Fund. 
This  had  the  effect  of  understating  revenue  and  a  receivable  in 
the  General  Fund.  A  liability  and  reduction  in  the  interest  income 
should  have  been  established  for  the  above  amounts  in  the  depart- 
ment's clearing  account. 

The     department    adjusted     its    financial     statements    for    these 
errors   and    in   fiscal    year   1982-83   began    depositing   the   trust   fund 
interest  directly  to  the  General    Fund. 
Investment   Income  Accrual 

The  department  did  not  properly  accrue  earned  investment 
income  from  the  Resource  Indemnity,  Coal  Tax,  and  Permanent 
Coal  Trust  Funds.  This  understated  revenue  and  interest  receiv- 
able in  the  General  and  Special  Revenue  Funds  by  $1,306,562  and 
$159,752  in  fiscal  year  1980-81  and  $1,507,483  and  $249,897  in 
fiscal  year  1981-82,  respectively.  Interest  receivable  and  account- 
ability for  property  held  in  trust  are  understated  at  June  30,  1982 
by  $28,518  for  the  Coal  Tax  earned  income.  The  financial  state- 
ments were  adjusted  for  the  income  accrual. 
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RECOMMENDATION    #19 

WE    RECOMMEND   THE    DEPARTMENT    RECORD    EARNED    INVEST- 
MENT   INCOME   AT    FISCAL   YEAR-END. 

EQUIPMENT 

Generally  accepted  accounting  principles  (GAAP)  require 
capitalization  of  leases  which  allow  the  lessee  to  purchase  the 
leased  property  at  the  end  of  the  lease  term  for  a  price  which  is 
sufficiently   lower  than  the  expected   fair  value. 

The  Department  of  Revenue  has  leases  amounting  to  $3,828 
per  month  containing  such  options.  The  leases  are  for  computer 
equipment  worth  $152,460.  The  possibility  of  these  leases  being 
cancelled  is  remote  because  of  software  compatibility  and  because 
the  lease  is  for  the  equipment's  useful  life.  Currently  the  lease 
costs  are  expensed   when  the  monthly   payments  are  made. 

Fixed  assets  bought  by  the  department  under  installment 
purchase  agreements  are  listed  on  PAMS  at  the  amount  of  payments 
made  to  date.  The  department  has  approximately  $36,269  of  assets 
being  purchased  through  installment  purchase  agreements.  Montana 
Operations  Manual  section  2-1751.51  requires  that  the  total  cost  of 
the    asset    be    shown    on    PAMS  at  the  time  a  fixed   asset   is  acquired. 

Generally  accepted  accounting  principles  also  require  record- 
ing a  liability  for  the  unpaid  obligation  of  installment  purchase  or 
capital  lease  agreements.  The  portion  of  the  liability  for  purchase 
contract  obligations  for  governmental  funds  that  is  long-term  (not 
due  in  the  current  fiscal  year)  must  be  recorded  in  a  General 
Long-Term     Debt     Account.       The    department    did     not     record     the 
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long-term   portion  of  capital    lease  and   installment  purchases   properly 
within   its  account   records. 

RECOMMENDATION   #20 

WE  RECOMMEND  THE  DEPARTMENT  REPORT  ITS  FIXED 
ASSETS  IN  ACCORDANCE  WITH  GENERALLY  ACCEPTED 
ACCOUNTING   PRINCIPLES. 

STATE   COMPLIANCE 

The  last  audit  our  office  conducted  of  the  department  for 
fiscal  year  1976-77  included  a  comprehensive  audit  of  state  compli- 
ance. Our  current  audit  included  compliance  testing  of  the  updated 
tax  laws  and  of  all  new  divisions.  Future  audits  will  test  compli- 
ance areas  on  a  rotating  schedule  or  as  specifically  requested  by 
the  Legislature.  One  area  of  noncompliance  was  noted  during  our 
current  audit  and  is  described  below. 
Multistate  Tax   Compact 

Section  15-1-604,  MCA,  establishes  a  Multistate  Tax  Compact 
advisory  committee  with  the  director  of  the  Department  of  Revenue 
or  designee  as  Montana's  representative.  Section  2-15-1311,  MCA, 
states  the  director  of  revenue  shall  appoint  an  advisory  council  to 
comply  with  the  Multistate  Tax  Compact.  An  advisory  council  for 
this   purpose  has   not  been   appointed. 

RECOMMENDATION   #21 

WE  RECOMMEND  THE  DEPARTMENT  APPOINT  A  MULTISTATE 
ADVISORY  COUNCIL  IN  ACCORDANCE  WITH  STATE  LAW  OR 
SEEK   CHANGES   TO   THE    LAW. 
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CLEARING    ACCOUNT    BALANCES 

The  department  reported  uncleared  collection  balances  at 
June  30  on  SBAS  which  consist  of  dishonored  checks  on  hand  at 
the  various  divisions.  The  balance  is  reported  in  a  clearing 
account.  As  stated  in  Management  Memo  2-82-2,  the  uncleared 
collections  control  account  must  have  a  zero  balance  at  year-end. 
According  to  the  definition  of  uncleared  collections,  the  balance 
should  consist  only  of  collections  which  are  pending  distribution. 
These  dishonored  checks  do  not  fall  under  the  definition  of  un- 
cleared  collections. 

To  properly  record  the  dishonored  checks,  the  department 
should  record  the  checks  as  accounts  receivable  fully  offset  with 
an  allowance  for  uncollectible  accounts  in  the  respective  funds  from 
which   the  checks   were  dishonored. 

Uncleared  collections  and  accounts  receivable  -  dishonored 
checks  are  overstated  by  $152,787  and  $146,343  in  fiscal  years 
1980-81  and  1981-82,  respectively,  within  the  clearing  account. 
Accounts  receivable  -  dishonored  checks  are  understated  by  the 
same  amounts  in  the  funds  that  received  the  bad  checks.  The 
department  adjusted   its  financial    statements  for  this  error. 

Cash  received  by  the  department  from  certain  revenues  is 
initially  deposited  into  a  clearing  account.  The  cash  is  subse- 
quently distributed   as   revenue  to  various  other  accounting   entities. 

At  June  30,  1982  this  clearing  account  had  an  undistributed 
cash  balance  of  $953,242.  This  cash  should  have  been  reported 
within   the  funds   that   reported   the   revenue. 
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RECOMIVIENDATION   tt22 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  RECORD  ACCOUNTS  RECEIVABLE  -  DISHONORED 
CHECKS  OFFSET  BY  AN  ALLOWANCE  FOR  UNCOLLECT- 
IBLE ACCOUNTS  WITHIN  THE  FUND  THAT  RECEIVED 
THE    DISHONORED    CHECKS. 

B.  ENSURE  THE  UNCLEARED  COLLECTIONS  ACCOUNT  HAS 
A  ZERO  CASH  BALANCE  AT  YEAR-END  BY  DISTRIBUT- 
ING ANY  CASH  REMAINING  IN  THE  ACCOUNT  AT 
JUNE    30. 

FEDERAL   GRANT   COMPLIANCE 

The  department  received  Child  Support  Enforcement  funding 
and  Medicaid  Fraud  grants  from  the  Department  of  Health  and 
Human  Services,  Welfare  Fraud  funds  from  the  Montana  Department 
of  Social  and  Rehabilitation  Services,  and  federal  Comprehensive 
Employment  Training  Act  (CETA)  moneys  during  our  audit  period. 
Office  of  Management  and  Budget  (OMB)  "Circular  A-102,  Attach- 
ment P,"  establishes  audit  requirements  for  state  and  local  govern- 
ments receiving  federal  assistance.  Attachment  P  provides  for 
independent  audits  of  financial  operations,  including  compliance 
with  certain  federal  laws  and  regulations.  We  performed  our  audit 
of  the  department  in  accordance  with  the  standards  of  OMB  "Circu- 
lar A-102,    Attachment  P." 

We  reviewed  the  major  compliance  areas  in  the  Medicaid  Fraud 
grant  and  Welfare  Fraud  funds.  These  areas  included  compliance 
with  the  specific  grant  provisions,  including  selected  provisions 
from  the  Code  of   Federal    Regulations   and   cost  allowability. 
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We  found  the  department  to  be  in  compliance  in  these  areas. 
Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance  issues  are  not  in  accordance  with  applicable  laws  and 
regulations. 

Because    the    CETA    program   was   audited   on    a    statewide   basis 
by  other  auditors,    and  the  Child   Support   Enforcement   Program  was 
audited    by    the   U.S.    Department  of  Health   and   Human   Services,    we 
did   not  duplicate  their  compliance  testing. 
INTERNAL   CONTROL    REVIEW 

We  have  examined  the  financial  statements  of  the  Montana 
Department  of  Revenue  for  the  two  fiscal  years  ended  June  30, 
1982.  We  issued  our  opinion  dated  February  4,  1983  on  these 
statements.  As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  system  of  control  of  the  Department  of  Revenue. 
Our  study  evaluated  the  system  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance  audits. 
We  classified  the  controls   in  the  following  categories: 

1 .  Accounts    Receivable 

2.  Accrued   Expenditures/Accounts   Payable 

3.  Cash 

4.  Expenditures 

5.  Inventories 

6.  Investments 

7.  Payroll 

8.  Plant,    Property,    and    Equipment 

9.  Revenue/Receipts 
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Our  study  included  the  control  categories  listed  above,  except  that 
we  did  not  evaluate  the  accounting  controls  over  accounts  receivable 
because  of  weaknesses  in  the  system.  We  relied  on  substantive 
testing  of  accounts  receivable.  Through  our  study,  we  determined 
the  nature,  timing,  and  extent  of  our  auditing  procedures.  We 
did  not  evaluate  the  control  system  to  the  extent  necessary  to  give 
an   opinion   on   either  individual   segments  or  the  system  as  a  whole. 

The  management  of  the  Montana  Department  of  Revenue  is 
responsible  for  establishing  and  maintaining  a  system  of  accounting 
control.  In  fulfilling  this  responsibility,  estimates  and  judgments 
by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  control  procedures.  The  objectives  of  a  system  are 
to  provide  management  with  reasonable  assurance  that:  1)  assets 
are  safeguarded  against  loss  from  unauthorized  use  or  disposition; 
2)  transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain  undetected. 
The  current  system  evaluation  should  not  be  used  to  project  to 
future  periods  since  the  procedures  may  become  inadequate  or 
compliance  with  them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  the  Department  of  Revenue.  However,  our 
study    disclosed    conditions    that   could    result    in    financial    statement 
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errors  that  would  be  difficult  to  detect.  These  conditions  relating 
to  plant,  property,  and  equipment  are  discussed  in  the  following 
section. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  our  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  issuance  to  the 
Legislative  Audit  Committee,  is  a  matter  of  public  record. 
Equipment  Controls 

Accounting  for  fixed  assets  under  state  accounting  policy 
requires  that  each  piece  of  state  equipment  over  $200  be  assigned 
and  tagged  with  one  property  number.  During  our  testing,  we 
noted  equipment  located  at  a  county  assessor's  office  that  had  both 
a  county  and  state  identification  tag.  The  equipment  was  recorded 
on  the  State's  Property  Accountability  Management  System  (PAMS), 
yet  was  actually  county-owned  property.  We  noted  four  items 
which   were   not  tagged   at  all;    these  were   state  property. 

The  operations  of  county  appraisers  and  assessors  offices 
became  the  responsibility  of  the  department  in  1973.  Property 
division  personnel  periodically  visit  county  offices  and  could  check 
to  ensure  equipment  listed  on  PAMS  is  properly  tagged  and  belongs 
to   the    state.      The    value   of   state    property    listed    on    PAMS  for  the 
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county  offices   is  $428,103.      Because  of  the  significant  dollar  amount 
of    these    assets,    the   department    should    maintain    adequate    controls 
over  property  at  the  counties. 

RECOIVIIVIENDATION    #23 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  PROPERTY 
DIVISION  PERSONNEL  TO  CHECK  PROPERTY  BACK  TO  THE 
PAMS    LISTING   WHEN    VISITING   COUNTY   OFFICES. 

RECOMMENDATIONS   OF    PRIOR    AUDIT 

Our  office  performed   a  financial   compliance  audit  of  the  depart- 
ment's   Income,    Corporation,    and    Inheritance    Tax    Divisions  for  the 
fiscal    year    ended    June  30,    1980.      The    department    concurred    with 
ail    seven    recommendations    and   have   implemented  or  partially   imple- 
mented  all    recommendations. 

An  audit  of  the  remaining  divisions  of  the  department  for  the 
fiscal  year  ended  June  30,  1980  was  performed  by  a  CPA  firm 
under  contract  with  our  office.  The  report  contained  twenty 
recommendations  which  are  still  applicable  to  current  department 
operations.  The  department  concurred  with  all  twenty  recom- 
mendations. Of  the  twenty  recommendations,  thirteen  have  been 
implemented  or  partially  implemented,  and  seven  have  not  been 
implemented . 

The     seven     recommendations     the     department     has     not    taken 
adequate    corrective   action    for    concern    bad  debts  and   computeriza- 
tion of  motor  fuels   records.      These   issues  are  discussed   on   pages  9 
through   16  and   pages   18  and   19  of  this   report. 
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STATE  CAPITOL 
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DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  H.  GILLETT 
FINANCIAUCOMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  as  of  June  30,  1982  and 
the  related  operating  statements  of  the  various  funds  and  account 
groups  of  the  Department  of  Revenue  for  the  two  fiscal  years 
ended  June  30,  1982,  as  shown  on  pages  41  through  66.  Except 
as  set  forth  in  paragraphs  four  and  five,  our  examination  was 
made  in  accordance  with  generally  accepted  government  auditing 
standards  for  financial  and  compliance  audits  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances. 

The  department's  financial  statements  are  materially  different 
from  its  accounting  records  and  its  printed  annual  financial  report. 
The  variances  between  the  department's  annual  financial  report  and 
the  financial  statements  are  the  result  of  adjustments  necessary  to 
correct  errors  found  in  the  annual  report  after  it  was  issued  and 
adjustments  necessary  to  present  the  financial  statements  in  accor- 
dance with   generally  accepted   accounting   principles. 

The  July  1,  1980  fund  balances  of  the  General,  Special  Reve- 
nue, Debt  Service,  Capital  Project,  and  Non-Expendable  Trust 
funds   were    restated    through    prior    period    adjustments   for   material 
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differences    between    the    accounting     records    and    the    fiscal     year 
1979-80  audited  financial   statements. 

We  did  not  examine  investments  or  investment  revenues  admin- 
istered by  the  Board  of  Investments  which  constitute  100  percent 
of  assets  at  June  30,  1982  in  the  Non-Expendable  Trust  Fund  and 
3  and  1  percent  of  total  revenues  in  the  General  and  Special 
Revenue  Funds  for  fiscal  year  1980-81,  respectively,  and  5  and 
2  percent  for  fiscal  year  1981-82,  respectively.  These  investments 
were  examined  by  other  auditors  whose  report  has  been  furnished 
to  us.  Our  opinion,  as  it  relates  to  the  amounts  of  investments 
and  investment  revenues,  is  based  solely  on  the  report  of  the 
other  auditors. 

The  department  has  not  reconciled  the  Bad  Debt  collection 
subsystem  to  the  accounting  records  since  1975.  We  found  several 
errors  in  the  balances  reported  on  the  subsystem  and  in  the 
accounting  records.  As  a  result,  we  could  not  determine  the 
reasonableness  of  the  $2,436,877  accounts  receivable  balance  for 
bad  debts  in  the  Agency  Fund.  This  amount  represents  100  per- 
cent of  the  total  accounts  receivable  balance  reported  in  the  Agency 
Fund. 

Since  the  department  has  not  reconciled  the  Bad  Debt  collection 
subsystem  to  the  accounting  records  and  we  were  unable  to  deter- 
mine the  reasonableness  of  the  Bad  Debt  receivable  balance,  as 
noted  in  the  preceding  paragraph,  we  do  not  express  an  opinion 
on  the  June  30,  1982  Balance  Sheet  of  the  Agency  Fund  of  the 
Department  of  Revenue. 
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In  our  opinion,  based  on  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  listed  below  present  fairly 
the  financial  position  of  such  funds  of  the  Department  of  Revenue 
as  of  June  30,  1982  and  the  results  of  operations  and  changes  in 
fund  balance/retained  earnings  of  such  funds  for  the  two  fiscal 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  change,  with  which  we  concur,  in 
the  method  of  classifying  funds  as  described  in  footnote  one  to  the 
financial     statements,     have     been     applied     on    a    consistent    basis. 


Statement  Name 


Combined  Balance  Sheet  -  June  30,  1982 


Combined  Statements  of  Revenues,  Expen- 
ditures, and  Changes  in  Fund  Balances  - 
All  Governmental  Fund  Types  For  Fiscal 
Year  1981-82  and  Fiscal  Year  1980-81 

Combined  Statements  of  Revenues,  Expen- 
ditures, and  Changes  in  Fund  Balances  - 
Budget  and  Actual  -  All  Governmental 
Fund  Types  For  Fiscal  Year  1981-82  and 
Fiscal  Year  1980-81 

Combined  Statements  of  Revenues,  Ex- 
penses, and  Changes  in  Retained 
Earnings/Fund  Balance  -  All  Proprie- 
tary Fund  Types  and  Similar  Trust 
Funds  For  Fiscal  Year  1981-82  and 
Fiscal  Year  1980-81 

Combined  Statements  of  Changes  in 
Financial  Position  -  All  Proprietary 
Fund  Types  and  Similar  Trust  Funds  For 
Fiscal  Year  1981-82  and  Fiscal  Year 
1980-81 


Fund/Account  Group 

General 

Special  Revenue 
Debt  Service 
Capital  Projects 
Enterprise 

Non-Expendable  Trust 
General  Fixed  Assets 
General  Long-Term  Debt 

General 

Special  Revenue 
Debt  Service 
Capital  Projects 

General 

Special  Revenue 
Debt  Service 
Capital  Projects 


Enterprise 
Internal  Service 
Non-Expendable  Trust 


Enterprise 
Internal  Service 
Non-Expendable  Trust 
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Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements.  The  accompanying 
Schedule  of  Federal  Grant  and  Subgrant  Receipts  on  page  67  is 
presented  for  purposes  of  additional  analysis  and  is  not  a  required 
part  of  the  combined  financial  statements  for  the  Department  of 
Revenue.  This  supplemental  information  has  been  subjected  to  the 
tests  and  other  auditing  procedures  applied  in  the  examination  of 
the  basic  financial  statements  and,  in  our  opinion,  is  fairly  stated 
in  all  material  respects  in  relation  to  the  basic  financial  statements 
taken  as  a  whole. 

Respectfully  submitted, 


\)kx/>r>^A^ 


,_AAJir*r 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


February  4,    1983 


Approved: 


Robert   R.    RimAwood 
Legislative  Aiioitor 
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J1023M 


ASSETS 

Cash  in  Treasury 

Cash  on  Hand 

Cash  Funds 

Employee  Expense  Advances 

Accounts  Receivable 

Allowance  for  Doubtful  Ace 

Interest  Receivable 

Due  from  Other  Funds 

Due  from  Agency  Fund 

Other  Prepayments 

Federal  Securities 

Other  Investments 

Unamortized  Premiums 

STIP  -  Principal 

STIP  -  Accrued  Int.  Purcha 

Interest  Purchased 

Securities  on  Loan 
t  Merchandise  Inventory 

Supplies  Inventory 

Warehouse  Building 
I  Furniture  &  Equipment 
I  Less:   Allowance  for  Depre 
;  Property  Held  in  Trust 
I  Appropriation  Authority  Av 
to  Pay  Liabilities 

Amount  to  be  Provided  for 
of  Long-Term  Debt 
Total  Assets 


LIABILITIES 
Accounts  Payable 
Accountability  for  Propert 

Held  in  Trust 
Due  to  Other  Funds 
Unamortized  Bond  Discounts 
Due  to  State  General  Fund 
Deferred  Revenue 
Accountability  for  Lease  I 
for  Fixed  Assets 

Total  Liabilities 

FUND  EQUITY 
Fund  Balance/Retained  Earn 
Fund  Balance  -  Reserved 
Fund  Balance  -  Special  Tru 
Investment  in  General  Fixe 
Total  Fund  Equity 

Total  Liabilities  and  Fund 

See  accompanying  notes  to  f 
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DEPARTMENT  OF  REVE^aJE 

COMBINED  BALANCE  SHEET  -  ALL  FUNDS  AND  ACCOUNT  GROUPS 

JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPE 


General 


Special 
Revenue 


PROPRIETARY 

FUND  TYPE 

Debt     Capital 
Service   Projects   Enterprise 


FIDUCIARY  FUND  TYPE 


ACCOUNT  GROUPS 


Non-Expendable 
Trust 


ASSETS 
Cash  in  Treasury 
Cash  on  Hand 
Cash  Funds 

Employee  Expense  Advances 
Accounts  Receivable 
Allowance  for  Doubtful  Accounts 
Interest  Receivable 
Due  from  Other  Funds 
Due  from  Agency  Fund 
Other  Prepayments 
Federal  Securities 
Other  Investments 
Unamortized  Premiums 
STIP  -  Principal 
STIP  -  Accrued  Int.  Purchased 
Interest  Purchased 
Securities  on  Loan 
Merchandise  Inventory 
Supplies  Inventory 
Warehouse  Building 
Furniture  &  Equipment 
Less:   Allowance  for  Depreciation 
Property  Held  in  Trust 
Appropriation  Authority  Available 

to  Pay  Liabilities 
Amount  to  be  Provided  for  Payment 

of  Long-Term  Debt 
Total  Assets 

LIABILITIES 
Accounts  Payable 
Accountability  for  Property 

Held  in  Trust  • 
Due  to  Other  Funds 
Unamortized  Bond  Discounts 
Due  to  State  General  Fund 
Deferred  Revenue 

Accountability  for  Lease  Liability 
for  Fixed  Assets 

Total  Liabilities 

FUND  EQUITY 
Fund  Balance/Retained  Earnings-General 
Fund  Balance  -  Reserved 
Fund  Balance  -  Special  Trust 
Investment  in  General  Fixed  Assets 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


General    General  Long 
Agency   Fixed  Assets   -Term  Debt 


-0-    $4,012,659   $198,907   $60,719   $ 
11,829     203,281 


7,550 
22,409 
9,361,289 
(886,369) 

3,584,555 

1,691,364 

4,347 


3,950 
2,182,956   852,897 
(280,886)  (116,265) 
249,897 
548,625     1,239 

1,639 


691,476 
235,558 

26,555 
1,037 

26,165 
(22,165) 


62,972 


(24,136)  $  1,271,397 
1,620 


114,468    2,436,877 
(74,404)   (2,436,877) 
1,536,001 


11,008,134 

29,128 

1,711,932 

786,790 

(520,139) 


109 


10,146,496 

126,216,978 

1,977 

20,845,368 

3,544 

318,534 

1,998,667 


179,550 


$1,346,048 


491,255 


11,041,843 


$24,838,817   $6,922,121   $936,778  $60,719   $14,037,443    $159,547,601   $  3,479,823  $1,346,048 


$  3,117,608  $6,508,925 


56,777     269,007   $258,587   $60,719 
1,683,609   678,191 


13,796,974 
7,867,458 


24,838,817   8,461,541   936,778   60,719 


(1,556,136) 
16,716 


-0- 


(1,539,420)    -0- 


-0- 


$  2,230,809 
3,859,179 

6,089,988 

7,947,455 

7,947,455 


$   7,663,415 
6,627,500 


$   138,220 

1,610,902 
39,337 

1,691,364 


9,157 


14,300,072    3,479,823  $_ 


143,877,279 

1,370,250 

145,247,529 


-0- 


1,346,048 
1,346,048 


See  accompanying  notes  to  financial  statements. 
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$139,263 
$139,263 


$139,263 
139,263 


-0- 


-0- 


$24,838,817   $6,922,121   $936,778  $60,719   $14,037,443    $159,547,601   $  3,479,823  $1,346,048    $139,263 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Indirect  Cost  Recoveries 
Sale  of  Documents,  Mercha 
Miscellaneous  Revenues 
Federal  Assistance 
Total  Revenues 


EXPENDITURES: 
Director's  Office 
Centralized  Services 
Research  &  Information 
Legal  and  Enforcement 
Income  Tax 

Natural  Resources  &  Corp. 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES 
(UNDER)  CURRENT  EXPEND I TUR 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (U; 
Transfer  to  Other  State  A, 
Transfer  In 
Support  From  (To)  General 

EXCESS  OF  REVENUES  OVER  (U] 
EXPENDITURES  AND  OTHER  SOU] 

FUND  BALANCE  JULY   1,  1981 

FUND  BALANCE  JUNE  30,  1982 


See  accompanying  notes  to 


DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND  CHANGES  IN  FUND  BALANCES 

ALL  GOVERNMENTAL  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPES 


General 


Special  Revenue 


Debt  Service 


Capital  Projects 


REVENUES : 

Taxes  $207,867,042 

License  &  Permits  1,964,976 

Service  Fees  5,236 

Investment  Earnings  11,911,008 

Fines                                    '  6,300 

Indirect  Cost  Recoveries  36,607 

Sale  of  Documents,  Merchandise,  &  Property  5,756,678 

Miscellaneous  Revenues  23,249 

Federal  Assistance  182,001 

Total  Revenues  $227,753,097 


$139,152,122 
15,470 

2,399,868 


4,111 

948,809 

$142,520,380 


$30,182,744 


$3,032,922 


$30,182,744 


$3,032,922 


EXPENDITURES : 
Director's  Office 
Centralized  Services 
Research  &  Information 
Legal  and  Enforcement 
Income  Tax 

Natural  Resources  &  Corp.  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY   1,  1981 

FUND  BALANCE  JUNE  30,  1982 


See  accompanying  notes  to  financial  statements. 


141,891 
794,651 
811,165 
538,070 
1,668,338 
775,120 
23,372,601 
315,788 

28,417,624 


$    107,308 
2,767,341 

938,482 

9,424,179 

57,364 

480,446 

13,775,120 


$  (1,539,420) 


$ -0: 


$    -0- 


$ -0- 


199,335,473 

128 

,745,260 

30,182,744 

3,032,922 

(937,798) 

(7,504) 

(17) 

(129 

,688,283) 
40,374 

(30,182,727) 

(3,032,922) 

(198,397,675) 

-0- 

(910,153) 

-0- 

-0- 

-0- 

(629,267) 

-0- 

-0- 

$ zOz 
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REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Indirect  Cost  Recoveries 
Sale  of  Documents,  Merch 
Fiduciary  &  Trust 
Miscellaneous 
Grants,  Gifts,  Bequests, 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Director's  Office 
Audit  &  Accounting 
Research  &  Information 
Legal 

Recovery  Services 
Investigation 
Income  Tax 
Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 
Inheritance  Tax 
Operations 

Homestead  Tax  Relief  Pro 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUE 
(UNDER)  CURRENT  EXPEND ITU 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  ( 
Transfer  to  Other  State  . 
Operating  Transfer  In 
Support  From  (To)  Genera 

EXCESS  OF  REVENUES  OVER  ( 
EXPENDITURES  AND  OTHER  SO' 

FUND  BALANCE  JULY  1,  198 
Prior  Period  Adjustment 

FUND  BALANCE  JULY  1,  198 

FUND  BALANCE  JUNE  30,  198 

See  accompanying  notes  to 


DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND  CHANGES  IN  FUND  BALANCES 

ALL  GOVERNMENTAL  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 

GOVERNMENTAL  FUND  TYPES 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Indirect  Cost  Recoveries 

Sale  of  Documents,  Merchandise,  &  Property 
Fiduciary  &  Trust 
Miscellaneous 

Grants,  Gifts,  Bequests,  &  Donations 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Director's  Office 
Audit  &  Accounting 
Research  &  Information 
Legal 

Recovery  Services 
Investigation 
Income  Tax 
Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 
Inheritance  Tax 
Operations 

Homestead  Tax  Relief  Program 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Operating  Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY  1,  1980 
Prior  Period  Adjustment 

FUND  BALANCE  JULY   1,  1980  as  restated 

FUND  BALANCE  JUNE  30,  1981 

See  accompanying  notes  to  financial  statements. 
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General 

$183,861,086 

1,925,588 

4,674 

6,436,649 

3,050 

37,086 

7,505,920 

45,515 

107,535 
199,927,103 


76,088 
443,311 
407,971 
207,463 
187,005 
43,368 

1,391,439 
463,024 

7,362,774 
290,775 

128,661 

250,294 

9,983,213 

21,235,386 


178,691,717 
1,981,685 

(180,673,402) 


8,910,731 
(8,910,731) 

-0- 

-0- 


Special  Revenue 

$132,448,768 
17,295 

1,767,418 


300,500 

4,800 

981,285 

135,520,066 


79,509 
2,591,175 

135,736 

560,377 

61,465 

1,442 

4,521,660 

52,378 

1,178,178 

435,587 

34,417 


9,651,924 


Debt  Service 


$26,901,869 


26,901,869 


125,868,142 

26 

,901,869 

(287,101) 

2,719 

(127,436,527) 
34,417 

(26 

,904,588) 

(1,821,069) 

-0- 

429,043 
762,759 

12,382 
(12,382) 

1,191,802 

-0- 

$   (629,267) 

$ 

-0- 

Capital  Projects 
$3,020,763 


3.020,763 


3,020,763 


(3,020,763) 


6,772 
(6,722) 

-0- 

$   -0- 


co^ 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Indirect  Cost  Recoveries 
Sale  of  Documents,  Merchandise,  &  Prop 
Miscellaneous 
Federal  Assistance 
Total  Revenues 


EXPENDITURES: 
Director's  Office 
Centralized  Services 
Research  &  Information 
Legal  and  Enforcement 
Income  Tax 

Natural  Resources  &  Corp.  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY   1,  1981 

FUND  BALANCE  JUNE  30,  1982 


See  accompanying  notes  to  financial  sta 


DEPARTMENT  OF  REVENUE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND  CHANGES  IN  FUND  BALANCES 

BUDGET  AND  ACTUAL  -  ALL  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 

GENERAL  FUND 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Indirect  Cost  Recoveries 

Sale  of  Documents,  Merchandise,  &  Property 
Miscellaneous 
Federal  Assistance 
Total  Revenues 


EXPENDITURES: 
Director' s  Office 
Centralized  Services 
Research  &  Information 
Legal  and  Enforcement 
Income  Tax 

Natural  Resources  &  Corp.  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY  1,  1981 

FUND  BALANCE  JUNE  30,  1982 


SPECIAL  REVENUE  FUND 


DEBT  SERVICE  FUND 


CAPITAL  PROJECTS  FUND 


Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

Budget 

Actual 

Variance- 
Favorable 
(Unfavorable) 

$205,195,126 

1,865,500 

4,750 

10,698,818 

6,200 

$207,866,506 

1,964,976 

5,236 

11,911,008 

6,300 

$  2,671,380 

99,476 

486 

1,212,190 

100 

$132,034,947 
19,400 

$133,361,566 
15,470 

105,602 

$1,326,619 
(3,930) 

105,602 

$28,814,809 

$30,182,744 

$1,367,935 

$2,967,300 

■  $3,032,922 

$65,622 

6,840,845 

5,756,678 

(1,084.167) 

$224,611,239    $227,510,704   $  2,899,465 


207,592 


147,697 


59,895 


824,430 

817,687 

6,743 

942,682 

942,134 

548 

541,834 

539,452 

2,382 

1,716,568 

1,706,491 

10,077 

809,082 

790,722 

18,360 

38,874,431 

23,467,308 

15 

,407,123 

323,086 

319,749 

3,337 

44,239,705 

28,731,240 

15 

,508,465 

180,371,534 

198,779,464 

18 

,407,930 

(937,798) 

(937,798) 

-0- 

(179,433,736)   (197,841,666)   (18,407,930) 

-0- 

-0- 


-0- 


7,500 

4,111 

(3,389) 

848,500 

828,798 

(19,702) 
$1,405,200 

$132,910,347 

$134,315,547 

$28,814,809 

$30,182,744 

$1,367,935 

$     107,879 

$    107,308 

$      571 

3,086,426 

2,767,341 

319,085 

894,926 

942,628 

(47,702) 

4,800,000 

3,639,179 

1,160,821 

65,374 

57,364 

8,010 

525,668 

502,222 
8,016,042 

23,446 
1,464,231 

9,480,273 

$     -0- 

$     -0- 

$    -0- 

123,430,074 

126,299,505 

2,869,431 

28,814,809 

30,182,744 

1,367,935 

(7,504) 

(7,504) 

-0- 

(17) 

(17) 

-0- 

(126,345,767)   (126,622,483) 
36,500  40,374 


(276,716)    (28,814,792) 
3,874 


(30,182,727)    (1,367,935) 


(2,886,697) 
(986,355) 


(290,108) 
(986,355) 


2,596,589 
-0- 


-0- 
-0- 


-0- 
-0- 


$  (3,873,052)   $  (1,276,463)    $2,596,589 


-0- 


$2,967.300 


$3,032,922 


$65,622 


$    -0-        $    -0-        $  -0- 
2,967,300       3,032,922       65,622 

(2,967,300)     (3,032,922)     (65,622) 


-0- 
-0- 

-0- 
-0- 

-0- 
-0- 

5_ 

-0- 

$_ 

-0- 

$  -0- 

See  accompanying  notes  to  financial  statements. 
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COMB 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Sale  of  Documents,  Merchandise,  &  Prope 
Fiduciary  &  Trust 

Grants,  Gifts,  Bequests,  &  Donations 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Director's  Office 
Audit  &  Accounting 
Research  &  Information 
Legal 

Recovery  Services 
Investigation 
Income  Tax 
Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 
Inheritance  Tax 
Operations 

Homestead  Tax  Relief  Program 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Operating  Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY  1,  1980 
Prior  Period  Adjustment 

FUND  BALANCE  JULY  1,  1980  as  restated 

FUND  BALANCE  JUNE  30,  1981 

See  accompanying  notes  to  financial  statemi 
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DEPARTMENT  OF  REVENUE 

COMBINED  STATEMENT  OF  REVENUES.  EXPENDITURES,  AND  CHANGES  IN  FUND  BALANCES 

BUDGET  AND  ACTUAL  -  ALL  GOVERNMENTAL  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 

GENERAL  FUND 


REVENUES: 
Taxes 

License  &  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Sale  of  Documents,  Merchandise,  &  Property 
Fiduciary  &  Trust 

Grants,  Gifts,  Bequests,  &  Donations 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Director's  Office 
Audit  &  Accounting 
Research  &  Information 
Legal 

Recovery  Services 
Investigation 
Income  Tax 
Corporation  Tax 
Property  Valuation 
Miscellaneous  Tax 
Motor  Fuel  Tax 
Inheritance  Tax 
Operations 

Homestead  Tax  Relief  Program 
Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Items 

OTHER  FINANCING  SOURCES  (USES): 
Transfer  to  Other  State  Agencies 
Operating  Transfer  In 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES  (USES) 

FUND  BALANCE  JULY   1,  1980 
Prior  Period  Adjustment 

FUND  BALANCE  JULY   1,  1980  as  restated 

FUND  BALANCE  JUNE  30,  1981 

See  accompanying  notes  to  financial  statements. 


SPECIAL  REVENUE  FUND 


Variance- 

Variance- 

Favorable 

Favorable 

Budget 

Actual 

(Unfavorable) 

Budget 

Actual 

(Unfavorable) 

$176,550,074 

$183,860,760 

$7,310,686 

$136,744,026 

$131 

,260,531 

$(5,483,495) 

1,705,220 

1,925,588 

220,368 

19,400 

17,295 

(2,105) 

750 

4,674 

3,924 

7,096,455 

6,436,649 

(659,806) 

130,139 

130,139 

3,000 

3,050 

50 

6,506,000 

7,505,920 

999,920 

70,000 
997,000 

300,500 

4,800 

816,285 

300,500 

(65,200) 

(180,715) 

191,861,499 


83,991 
446,511 
424,614 
210,152 
199,555 
67,400 

1,423,837 
464,623 

7,961,254 
292,200 

132,138 

255,639 

10,000,000 

21,961,914 


169,899,585 
1,981,685 


199,736,641 


76,376 
444,650 
415,715 
207,833 
187,005 
43,368 

1,392,075 
463,024 

7,362,774 
290,793 

128,661 

250,294 

9,983,213 

21,245,781 


178,490,860 
1,981,685 


7,875,142 


7,615 

1,861 

8,899 

2,319 

12,550 

24,032 

31,762 

1,599 

598,480 

1,407 

3,477 

5,345 

16,787 

716,133 


8,591,275 


(171,881,270)   (180,472,545)   (8,591,275) 


8,910,731 
(8,910,731) 

-0- 

-0- 


8,910,731 
(8,910,731) 

-0- 

-0- 


-0- 
-0- 


-0- 
-0- 


137,830,426 


79,754 
2,983,582 

146,498 

634,664 

62,858 

2,500 

4,525,000 

122,000 

33,618 

447,476 

34,417 


9,072,367 


132,529,550 


79,509 
2,591,175 

136,847 

560,377 

61,465 

1,442 

4,521,660 

52,378 

19,475 

435,845 

34,417 


8,494,590 


(5,300,876) 


245 
392,407 

9,651 

74,287 

1,393 

1,058 

3,340 

69,622 

14,143 

11,631 

-0- 


577,777 


128,758,059 

124,034,960 

(4,723,099) 

(287,101) 

(287,101) 

-0- 

(123,441,211) 
32,000 

(125,960,433) 
34,417 

(2,519,222) 
2,417 

5,061,747 

(2,178,157) 

(7,239,904) 

429,043 
762,759 

429,043 
762,759 

1,191,802 

-0- 
-0- 

1,191,802 

-0- 

$  6,253,549 

$   (986,355) 

$(7,239,904) 

DEBT  SERVICE  FUND 


Budget 
$26,712,126 


26,712,126 


Actual 


$26,901,869 


26,901,869 


26,712,126      26,901,869 
2,719  2,719 

(26,904,588)    (26,904,588) 


Variance- 
Favorable 
(Unfavorable) 

$189,743 


189,743 


-0- 


189,743 
-0- 


-0- 


(189,743) 

-0- 

189,743 

12,382 
(12,382) 

12,382 
(12,382) 

-0- 

-0- 
-0- 

-0- 

-0- 

$   (189,743) 

$_ 

-0- 

$189,743 

CAPITAL  PROJECTS  FUND 


Budget 
$3,306,399 


3.306,399 


-0- 


Actual 


$3,020,763 


Variance- 
Favorable 
(Unfavorable) 

$(285,636) 


3,020,763 


-0- 


(285,636) 


3,306,399      3,020,763       (285,636) 


(3 

,020 

,763) 

(3, 

,020,763) 

-0- 

285 

,636 

-0- 

(285,636) 

6,772 
(6,772) 

-0- 

6,772 
(6,722) 

-0- 

-0- 
-0- 

-0- 

1_ 

285 

,636 

l_ 

-0- 

$(285,636) 
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DEPARTMENT  OF  REVtlNUE 


COMBINED 

STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES 

IN  RETAINED  EARNINGS/FUND  BALANCE  - 

ALL  PROPRIETARY  FUND  TYPES 

:  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR 

ENDED  JUNE  30, 

1982 

PROPRIETARY 

FIDUCIARY  FUND 

TYPES 

TYPE 

Liquor 

Internal 

Non-Expendable 

Enterprise 

Service 

Trust 

OPERATING  REVENUES: 

Taxes 

$10,835,818 

$  61,056,839 

Investment  Earnings 

49,269 

Fiduciary  &  Trust 

357,545 

Gross  Liquor  &  Wine  Sales 

44,520,245 

Less  Discounts  Granted 

(960,241) 

Adjusted  Gross  Liquor  & 

Wine  Sales 

43,560,004 

Less  Cost  of  Goods  Sold 

Beginning 

Inventory,  July  1 

10,666,200 

Liquor  &  Wine  Purchases 

29,723,343 

Kreiy,hl  to  Warehouse 

1,098,079 

Kreixhl  to  Stores 

608,889 

Goods  Avail;)ble  (or  Sa. 

le 

42,096,511 

Ending  Inventory,  June  '. 

30 

11,008,134 

Costs  of  Goods  Sold 

31,088,377 

Gross  Income  from  Liquor  &  Wine  Sales 

12,471,627 

Other 

ie/ (Loss) 

13,566 
23,321,011 

Total  Operating  Reveni 

61,463,653 

OPERATING  EXPENSES: 

Salaries 

3,349,862 

Employee  Benefits 

746,606 

Contracted  Services 

894,456 

Supplies  and  Materials 

21,958 

Communications 

92,084 

Travel 

31,115 

Rent 

724,296 

Utilities 

165,678 

Repairs  and  Maintenance 

47,686 

Breakage  and  Shortages 

66,191 

Depreciation 

110,142 

Other  Expenses 

33,597 

Research  &  Information  Division 

321,387 

Legal  &  Enforcement  Division 

183,948 

Director's  Office 

3es 

15,000 
6,804,006 

16,517,005 

Total  Operating  Expen: 

-0- 

Operating  Income  (Loss) 

61,463,653 

Less  Operating  Transfers 

Out  for  Taxes: 

Liquor  Excise  Tax 

6,581,478 

Liquor  License  Tax 

4,113,423 

Wine  Tax 

rations 

140,917 
5,681,187 

Net  Income  (Loss)  from  Ope: 

61,463,653 

Transfer  of  Profits  to  the  General  Fund   (5,750,000) 
Loss  on  Bond  Swaps 
Distributed  Trust  Fund  Corpus 


(837,129) 
(11,130,901) 


Net  Addition  (Deduction) 

to  Retained  Earnings 
Prior  Year  Items 


(68,813) 
5,996 


49,495,623 
59,763 


RETAINED  EARNINGS/FUND  BALANCE 
JULY  1,  1981 

Transfer  Out  of  Retained  Earnings 


8,010,272 


95,692,143 


RETAINED  EARNINGS/FUND  BALANCE 
JUNE  30,  1982 


$  7,947,455    $  -0- 


$145,247,529 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  REVENUE 


COMBINED  STATEMENT  OF  1 

y;VENUl-.S,  EXPENSES,  AND 

CHANGES  IN  RETAINED  EARNINGS/FUND  BALANCE  - 

ALL  PROPRIETARY  FUND 

TYPES  AND  SIMILAR 

TRUST  FUNDS 

FOR  THE  FISCAL 

YEAR 

ENDED  JUNE  30,  1981 

FIDUCIARY 

PROPRIETARY 

FUND  TYPES 

FUND  TYPE 

Liquor 

Internal 

Non-Expendable 

Enterprise 

Service 

Trust 

OPERATING  REVENUES: 

Charges  for  Services 

$179,265 

Sale  of  Merchandise 

$95,960 

Taxes 

$10,448,020 

$48,968,414 

Investment  Earnings 

8,276 

Fiduciary  &  Trust 

246,183 

Gross  Liquor  &  Wine  Sales 

42,841,130 

Less  Discounts  Granted 

(955,677) 

Adjusted  Gross  Liquor  &  Wine  Sales 

41,885,453 

Less  Cost  of  Goods  Sold 

Beginning  Inventory,  July  1 

9,551,416 

Liquor  &  Wine  Purchases 

29,080,761 

Freight  to  Warehouse 

1,074,206 

Freight  to  Stores 

545,245 

Goods  Available  for  Sale 

40,251,628 

Ending  Inventory,  June  30 

10,666,200 

Costs  of  Goods  Sold 

29,585,428 

Gross  Income  from  Liquor  &  Wine  Sa] 

-es 

12,300,025 

Other 

18,161 
22,766,206 

Total  Operating  Revenue/ (Loss) 

275,225 

49,222,873 

OPERATING  EXPENSES: 

Salaries 

3,061,496 

143,271 

Employee  Benefits 

662,179 

30,697 

Contracted  Services 

804,384 

11,939 

Supplies  and  Materials 

123,673 

775 

Purchases 

93,927 

Communications 

79,287 

1,546 

Travel 

23,173 

Rent 

667.840 

4,917 

Utilities 

137,320 

Repairs  and  Maintenance 

31,025 

8,226 

Breakage  and  Shortages 

65,509 

(9,018) 

Depreciation 

110,754 

Other  Expenses 

24,5  10 

160 

268 

Research  &  Information  Division 

275,894 

Centralized  Services  Division 

22,193 

Legal  &  Enforcement  Division 

200,097 

Director's  Office 

Total  Operating  Expenses 

6,289,334 

286,440 

268 

Operating  Income  (Loss) 

16,476,872 

(11,215) 

49,222,605 

Less  Operating  Transfers  Out  for  Taxes: 

Liquor  Excise  Tax 

6,343,783 

Liquor  License  Tax 

3,964,865 

Wine  Tax 
Net  Income  (Loss)  from  Operations 

13'f,:l72 
6,028,852 

'(ir,"2l5) 

49;222,605 

Transfer  of  Profits  to  the  General 

Fund 

(7,499,113) 

(22,587) 

Transfer  In  (Building) 

1,608,503 

Loss  on  Bond  Swaps 

(663,834) 

Distributed  Trust  I'lind  Corpus 

(9,048,061) 

Net  Addition  (Deduction) 

to  Retained  Earnings 
Prior  Year  Items 

RETAINED  EARNINGS/FUND  BALANCE 

JULY  1,  1980 
Prior  Period  Adjustment 
Fund  Balance  Restated 

RETAINED  EARNINGS/FUND  BALANCE 
JUNE  30,  1981 


138,242     (33,802)     39,510,710 
(54,493)       (148)         17,360 


7,926,523 


108,144 


$  74,194 


56,164,073 
56,164,073 


$95,692,143 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 

PROPRIETARY 
FUND  TYPES 


SOURCES  OF  WORKING  CAPITAL: 

OPERATIONS : 

Net  Income  (Loss)  from  Operations 
Item  Not  Requiring  Working 
Capital -Depreciation 
Working  Capital  Provided  by 
Operations 

Revenue  Collected 

Net  Prior  Year  Income/Expenditure 
Corrections 

Total  Sources  of  Working  Capital 

USE  OF  WORKING  CAPITAL: 

Acquisition  of  Fixed  Assets 
Transfers  Out 

Transfer  Out  of  Retained  Earnings 
Total  Uses  of  Working  Capital 

NET  INCREASE  (DECREASE)  IN  WORKING 
CAPITAL 


Liquor 
Enterprise 


$5,681,187 


110,142 


5,791,329 


5.996 


5,797,325 

101,668 
5,750,000 

5,851,668 
$   (54,343) 


Internal 
Service 


$  74,194 
74,194 


$(74,194) 


FIDUCIARY 
FUND  TYPE 
Non-Expendable 
Trust 


$61,463,653 

59,763 

61,523,416 


11,130,901 
11,130.901 

$50,392,515 


ELEMENTS  OF  NET  INCREASE  (DECREASE) 
IN  NET  WORKING  CAPITAL: 

Cash 

Due  From  Other  Funds 

Investments  Receivable 

Accounts  Receivable 

Allowance  for  Doubtful  Accounts 

Supplies  Inventory 

Prepaid  Expenses 

Merchandise  Inventory 

Accounts  Payable 

Investments 

Due  to  Other  Funds 

Deferred  Revenue 

NET  INCREASE  (DECREASE)  IN 
WORKING  CAPITAL 


$  (689,351) 
(270) 

10,617 

29,128 

9,043 

341,934 

244.556 


$(42,413) 
(48,969) 

(8,131) 


(55,773) 
18,826 

62,266 


(186,460) 

109 

49.269 

114.468 

(74.404) 


58,189,713 
(7,691,023) 
(9,157) 


$   (54,343)    $(74,194)    $50.392,515 


See  accompanying  notes  to  financial  statements. 
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DEPARTMENT  OF  REVENUE 
COMBINED  STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
ALL  PROPRIETARY  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


PROPRIETARY  FUND  TYPES 


Liquor 
Enterprise 


Internal 
Service 


FIDUCIARY 
FUND  TYPE 
Non-Expendable 
Trust 


SOURCES  OF  WORKING  CAPITAL: 

OPERATIONS: 

Net  Income  (Loss)  from  Operations 
Item  Not  Requiring  Working 
Capital-Depreciation 

Net  Prior  Year  Income/Expenditure 
Corrections 
Total  Sources  of  Working  Capital 

USE  OF  WORKING  CAPITAL: 

Acquisition  of  Fixed  Assets 
Net  Profits  Distributed  to 

General  Fund 
Distributed  Trust  Fund  Corpus 
Total  Uses  of  Working  Capital 

NET  INCREASE  (DECREASE)  IN  WORKING 
CAPITAL 


$  6,028,852   $(11,215) 


110_J54 


6,139,606 


(54,493) 


13,124 
7,499,113 


(148) 


6,085,113    (11,363) 


22,587 


7,512,237     22,587 


$(1,427,124)   $(33,950) 


$49,222,605 


17,360 
49,239,965 


9,048,061 
9,048,061 


$40,191,904 


ELEMENTS  OF  NET  INCREASE  (DECREASE) 
IN  NET  WORKING  CAPITAL: 


Cash 

Accounts  Receivable 

Investments 

Due  from  Other  Funds 

Prepaid  Expenses 

Merchandise  Inventory 

Accounts  Payable 

Due  to  Other  Funds 

NET  INCREASE  (DECREASE)  IN 
WORKING  CAPITAL 


$   724,702 

$  (4,367) 

$   142,916 

2,868 

(2,616) 

40,048,988 

(21,733) 

48,969 

6,093 

1,114,783 

(16,486) 

(3,253,837) 

2,816 
(62,266) 

$(33,950) 

$(1,427,124) 

$40,191,904 

See  accompanying  notes  to  financial  statements. 
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MONTANA  DEPARTMENT  OF  REVENUE 

NOTES  TO  FINANCIAL  STATEMENTS 

June  30,  1982 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  State- 
wide Budgeting  and  Accounting  System  (SBAS) .   They  include  the 
financial  activity  of  the  Department  of  Revenue. 

A.  Basis  of  Presentation 

The  accounts  of  the  state  of  Montana  are,  by  statute,  organized 
into  the  fund  structure  listed  in  section  17-2-102  (temporary), 
MCA.   For  fiscal  year  1982  accounting  transactions  for  the  depart- 
ment were  recorded  on  the  basis  of  that  structure.   However,  the 
financial  statement  presentation  is  made  on  the  basis  of  section 
17-2-102  (effective  July  1,  1983),  MCA. 

B.  Fund  Structure 

For  financial  presentation  purposes,  funds  have  been  classified 
In  accordance  with  Governmental  Accounting  and  Financial  Report- 
ing,  Statement  1.   The  funds  and  account  groups  presented,  their 
relationship  to  the  state  treasury  fund  structure,  and  their  pur- 
poses follow. 

GOVERNMENTAL  FITND  TYPES 

1)   General  Fund  -  To  account  for  all  financial  resources  not 
accounted  for  in  another  fund.   This  fund  corresponds  to  the 
state  General  Fund  within  the  state  treasury  fund  structure. 
A  primary  function  of  the  department  is  to  administer  and 
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collect  a  variety  of  taxes,  license  fees  and  other  revenues 
for  the  General  Fund.   The  department  receives  its  primary 
financial  support  by  legislative  appropriations  from  the  Gen- 
eral Fund. 

?)   Special  Revenue  Fund  -  To  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to  expen- 
diture for  specified  purposo.s.   Activities  In  this  fund 
Include,  a)   administration  and  collection  of  taxes,  license 
fees  and  other  revenues  for  certain  accounting  entities  within 
the  fund;  b)   receipt  of  financial  support  by  legislative 
appropriation  from  certain  accounting  entities  for  specific 
programs.  Including  those  reimbursed  by  the  federal  govern- 
ment; and  c)   distribution  of  certain  state  revenues  to  other 
state  funds,  county  and  city  governments  and  other  individu- 
als. 

3)  Debt  Service  Fund  -  To  account  for  the  accumulation  of 
resources  for,  and  the  payment  of,  general  long-term  debt 
principal  and  Interest.   Activities  in  this  fund  include 
administering  and  collecting  a  variety  of  taxes  for  the  Renew- 
able Resource  Bond  accounting  entity  and  the  Long-range  Build- 
ing Program  accounting  entity  within  the  fund. 

4)  Capital  Proiects  Fund  -  To  account  for  financial  resources 
to  be  used  for  the  acquisition  or  construction  of  major  capi- 
tal facilities.   Activities  in  this  fund  Include  the  adminis- 
tration and  collection  of  cigarette  taxes  for  the  Long  Range 
Building  Program  Bond  Proceeds  and  Insurance  Clearance  Fund 
accounting  entity. 


PROPRIETARY  FUND  TYPES 

1)  Enterprise  Fund  -  To  account  for  operations  that  are 
financed  and  operated  in  a  manner  similar  to  private  business 
enterprises.  Activities  in  this  fund  Include  the  operation  of 
the  liquor  distribution  system  in  the  State  of  Montana. 

2)  Internal  Service  Funds  -  To  account  for  the  financing  of 
goods  or  services  provided  by  one  division  to  other  divisions 
of  the  department  on  a  cost-reimbursement  basis.   Activities 
in  this  fund  are  limited  to  the  elimination  of  two  such 
accounting  entities  used  in  previous  years  by  the  department. 

FIDUCIARY  FITND  TYPES 

1)   Trust  and  Agency  Funds  -  To  account  for  assets  held  by  a 
governmental  unit  in  a  trustee  capacity  or  as  an  agent  for 
individuals,  private  organizations,  other  governmental  units 
and/or  other  funds.   These  Include;   a.)  Expendable  Trust 
Funds,  b.)Non- Expendable  Trust  Funds,  c.)  Pension  Trust  Funds, 
and  d.)  Agency  Funds. 
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The  department's  activities  are  limited  to  the  Non-Expendable 
Trust  Fund  and  Agency  Funds. 

a.)   Non-Expendable  Trust  Funds  are  those  whose  principal  must 
be  preserved  Intact.   The  department  administers  and  collects 
Coal  Taxes,  Resource  Indemnity  Taxes  and  Abandoned  Property 
for  several  non-expendable  trust  accounts,  with  administrative 
responsibilities  for  investment  of  the  principal  in  the  Coal 
Tax  Permanent  Trust  and  Resource  Indemnity  Tax  accounting 
entitles. 

b.)   Agency  Funds  are  custodial  in  nature,  being  merely  clear- 
ing accounts.   The  department  as  a  revenue  collection  agent 
for  the  state  utilizes  various  Agency  accounting  entities  for 
temporary  placement  of  monies. 

ACCOUNT  GROUPS 

1.)   General  Fixed  Assets  Account  Group  -  To  show  the  histori- 
cal cost  of  fixed  assets  acquired  by  the  department  for  all 
funds  other  than  proprietary  funds. 

2.)   General  Long-term  Debt  Account  Group  -  To  account  for 
general  unmatured  long-term  indebtedness  incurred  by  the 
department  via  capital  leases  or  otherwise. 


C.   Basis  of  Accounting 

This  financial  report  is  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  which  utilizes  the  modified  accrual  basis 
of  accounting.   Modified  accrual  is  defined  as,  "that  method  of 
accounting  in  which  expenditures  are  recorded  on  the  basis  of 
valid  obligations  and  revenues  are  recorded  when  received  in  cash. 
Full  accrual  accounting  will  be  permitted  if  the  need  justifies 
the  application.   At  the  end  of  a  fiscal  year,  all  valid  obliga- 
tions against  an  appropriation  are  to  be  accrued  as  expenditures 
as  provided  bv  law".   (Montana  Operations  Manual,  2-2A0-40.)   The 
SBAS  does  not  distinguish  between  an  encumbrance  and  an  account 
payable  at  fiscal  year-end. 
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D.   Tax  Revenue  Accounting 

The  modified  accrual  basis  under  GAAP  requires  that  revenues  be 
recorded  when  received  In  cash  unless  susceptible  to  accrual. 
Revenues  are  susceptible  to  accrual  if  they  are  measurable  and 
available  to  finance  expenditures  of  the  fiscal  period.   "Avail- 
able" is  considered  to  mean  that  revenues  are  collectible  within 
the  current  period  or  soon  enough  thereafter  to  be  used  to  pay 
liabilities  of  the  current  period.   Tax  revenues  collected  by  the 
department  are  recorded  on  the  cash  basis,  however  the  department 
has  adjusted  the  tax  revenues  at  fiscal  year-end  to  show  as  reve- 
nue the  portion  of  accounts  receivable  determined  available.   The 
remainder  of  the  accounts  receivable  less  an  estimated  uncollect- 
ible allowance  is  shown  as  a  deferred  revenue  in  the  appropriate 
fund. 

E.   Enterprise  Fund  Accounting 

Full  accrual  accounting  is  being  used  in  the  liquor  enterprise 
fund.   By  law  liquor  must  be  paid  for  before  it  Is  taken  from  a 
store,  no  credit  sales  being  allowed,  so  that  all  receipts  are 
cash  basis  and  are  recorded  in  SBAS.   All  expenditures  at  fiscal 
year-end  are  recorded  on  the  accrual  basis  in  SBAS.  The  Liquor 
Enterprise  Fund  reflects  the  expenditures  of  administering  the 
liquor,  beer  and  wine  licensing  function.   This  function  produces 
considerable  revenues  required  to  be  deposited  Intact  to  the  State 
General  Fund.   Also,  the  legislature  appropriates  liquor  enter- 
prise fund  moneys  to  support  divisions  within  the  Department  of 
Revenue.   These  appropriated  amounts  do  not  relate  directly  to  the 
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services  performed  for  the  Liquor  Division  by  these  support  divi- 
sions.  SBAS  expenditure  records  demonstrate  compliance  with 
appropriate  laws  and  there  Is  no  attempt  in  SBAS  to  relate  expen- 
ditures with  actual  services  rendered.   Consequently,  the  finan- 
cial statements  prepared  from  SBAS  show  expenditures  in  accordance 
with  legal  compliance  rather  than  GAAP.   A  determination  of  actual 
services  rendered  by  the  various  support  divisions  and  the  licens- 
ing operations  expenses  shows  there  to  be  no  material  effect  on 
the  balance  sheet  or  statement  of  operations  of  the  Liquor  Enter- 
prise Fund.   The  Department  of  Revenue  requested  changes  in  the 
appropriations  from  the  Liquor  Enterprise  Fund  so  that  expendi- 
tures could  be  more  properly  matched  with  revenues.   The  legisla- 
ture decided  against  a  change. 

The  amount  shown  as  "Revenue"  for  liquor  profits  is  the  amount 
transferred  to  the  General  Fund  rather  than  actual  accrual  basis 
profits,  as  is  required  by  GAAP. 

F.   "Due  To"  and  "Due  From"  Accounts 

At  fiscal  year  end  cash  balances  remain  intact  in  the  accounting 
entitles  and  movement  of  monies  between  accounts  because  of  the 
necessity  of  distributing  revenues  or  making  expenditures  is 
recorded  in  "due  to"  accounts  with  the  corresponding  asset  "due 
from"  accounts  shown  In  the  appropriate  accounting  entities. 
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G.   Transfers  Out 

Since  many  of  the  accounting  entitles  that  the  Department  of  Reve- 
nue makes  entries  In  are  not  administered  by  the  department,  they 
are  accounted  for  on  a  non-consolidated  basis  with  any  balance 
"transferred  out"  to  the  consolidated  entity  at  fiscal  year  end. 
Thus  the  "transfer  out"  account  generally  represents  transfers  to 
the  consolidated  entity  within  the  Statewide  Budget  and  Accounting 
System. 

H.   Prior  Period  Adjustments 

The  July  1,  1980  fund  balances  of  the  General,  Special  Revenue, 
Debt  Service,  Capital  Project  and  Non-Expendable  Trust  funds  were 
restated  through  prior  period  adjustments  for  material  differences 
between  the  accounting  records  and  the  fiscal  year  1979-80  audited 
financial  statements. 


2.  ACCOUNTS  RECEIVABLE 

Generally,  accounts  receivable  records  are  kept  for  all  taxes,  bad 
debts  owing  to  the  state  of  Montana  that  have  been  transferred  to 
the  Department  of  Revenue  for  collection,  and  various  minor  areas 
of  receivables  such  as  bad  checks  and  freight  damage  claims.   In 
all  cases  these  accounts  receivable  are  Interfaced  with  SBAS  so 
that  the  amounts  automatically  occur  in  SBAS  or  the  amounts  are 
entered  at  fiscal  year-end  to  reflect  the  correct  receivables.   An 
allowance  for  uncollectibles  is  also  calculated  and  adjusted  at 
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vear-end.   An  amount  approximating  60  days  collections  has  been 
accrued  to  revenues  at  the  end  of  the  fiscal  year. 

Many  accounts  receivable  on  the  department's  computerized  system 
are  in  the  over  120  days  class.  Several  in  that  class  are  in 
litigation  or  some  state  of  appeal.  In  many  cases  liens  have  been 
filed  which  will  make  the  tax  debts  collectible  upon  sale  of  any 
of  the  taxpayers'  property.  Inheritance  tax  receivables  include 
many  not  yet  due,  some  on  which  deposits  have  been  made  assuring 
collectibility  and  others  which  represent  a  lien  on  property. 

In  prior  years,  recorded  accounts  receivable  have  been  reflected 
in  agency  accounting  entities.  At  June  30,  1982  all  receivables 
are  allocated  to  the  appropriate  fund  for  the  revenue. 


3.  INVENTORIES 

The  Liquor  Division  maintains  a  periodic  Inventory  system  for  the 
liquor  inventories  in  the  state  liquor  warehouse  and  state  liquor 
stores.   The  liquor  Inventories  In  this  system  are  valued  at  the 
"most  recent  cost  plus  freight"  basis.   This  method  is   not  in 
conformance  with  generally  accepted  accounting  principles  which 
require  the  reporting  of  inventories  at  the  lower  of  cost  or  mar- 
ket value.   However,  because  price  adjustments  occur  quarterly  at 
August  1,  November  1,  February  1,  and  May  1,  and  two  months  of 
Inventory  turnover  occur  between  May  1  and  fiscal  year-end 
Inventory  the  effect  of  using  a  different  valuation  method  is 
considered  insignificant  to  the  total  value  of  the  Inventory. 
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INVESTMENTS 

Investment  earnings  that  appear  In  the  Genera]  Fund  are  earned  on 
investments  of  the  Non-Expendable  Trust  Fund.    The  State  Board  of 
Investments  manages  and  controls  the  department's  investments 
according  to  statutes  applicable  to  the  board.   In  SBAS ,  long-term 
Investments,  though  valued  at  amortized  cost,  are  recorded  ini- 
tially at  par  along  with  corresponding  contra-asset  premium  or 
discount  accounts.  If  applicable.   Short-term  Investments  are 
recorded  and  valued  at  cost.   In  SBAS  federal  securities  and  other 
investments  are  recorded  at  par  value  and  the  short-term  invest- 
ment pool  is  recorded  at  cost.   The  SBAS  recorded  values  and  mar- 
ket values  of  all  Investment  categories  shown  in  the  balance  sheet 
are  as  follows: 


Permanent  Resource 

Coal  Trust  Fund  Indemnity  Trust  Fund 

Par/Cost  Market  Par/Cost  Market 

Value     Value  Value  Value 

Federal  Securities  $   9,236,496  $  7,716,391  $  1,940,000  $  1,381,461 

Other  Investments   101,815,645  86,777,305  75,400,000  19,752,881 

Short-term  Invest-   11,942,620   11,959,189  1,422,934  1,421,036 
ment  Pool 


GENERAL  FIXED  ASSETS  AND  DEPRECIATION 

Assets  acquired  through  the  department's  General  Fund  are  reflect- 
ed in  a  separate  account  group  on  the  balance  sheet.  The  costs  of 
such  assets  are  treated  as  expenditures  in  the  General  Fund  in  the 
year  of  asset  acquisition  and  charged  directly  to  investment  in 
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general  fixed  assets  fund  equity.   Fixed  assets  are  recorded  In 
the  state's  Property  Accountability  and  Management  System  CPAMS). 
PAMS  Includes  assets  with  a  use^'ul  life  of  more  than  one  year  and 
a  unit  cost  of  $200  or  more. 

Assets  acquired  through  the  Enterprise  Fund  are  reflected  as 
assets  on  the  Enterprise  Fund  Balance  Sheet.   Depreciation  of 
Enterprise  Fund  Assets  is  provided  automatically  by  PAMS  using 
various  applicable  useful  lives  (from  5  to  15  years)  applied  on  a 
straight  line  basis. 

Fixed  assets  as  of  June  30,  1982,  consist  of  the  following: 


Proprietary 

Account 

Fund  Type 

— 

Group 
General 

Totals 

(Memorandum 

Enterprise 
$1,711,932 

Fixed  Assets 
$    -0- 

Only) 

Building 

$1,711,932 

Office  Equipment 

313,435 

374,848 

688,283 

Vehicles 

33,243 

464,921 

498,164 

Furniture  &  Fixtures 

156,473 

214,857 

371,330 

Warehouse  Equipment 

245,575 

-0- 

245,575 

Data  Processing  Equip 

26,479 

280,227 

306,706 

Other 

11,585 

11,195 

22,780 

Totals 

$2,498,722 

li 

,346,048 

$3,844,770 

The  liquor  warehouse  operation  is  located  in  the  state's  liquor 
warehouse  on  Airport  Road  in  Helena,  Montana.   This  warehouse  was 
occupied  in  February  of  1978.   House  Bill  712  of  the  1975  Legisla- 
tive Session  appropriated  $1,920,000  for  the  Long-range  Building 
Program  Account  for  the  construction  of  the  warehouse. 


58 


The  Long-range  Building  Program  Account  Is  financed  by  Cigarette 
Tax  Revenues  and  there  is  no  outstanding  indebtedness  of  the  state 
directly  related  to  the  liquor  warehouse.   The  amount  expended  on 
the  liquor  warehouse  and  equipment  from  this  account  Is  considered 
as  an  operating  transfer-In  to  the  Liquor  Enterprise  Fund  In  these 
financial  statements.   Depreciation  of  the  warehouse  is  included 
in  operating  expenses.   A  40-year  useful  life  was  considered  rea- 
sonable and  the  straight  line  method  of  depreciation  is  used. 

INSURANCE 

Most  assets  of  the  Department  of  Revenue  are  protected  under  the 
Statewide  Insurance  Program  administered  by  the  Department  of 
Administration.   The  department's  liquor  warehouse  has  been  added 
to  the  state's  Blanket  All-Risk  policy  and  all  stock  in  the  ware- 
house and  the  stores  is  self-insured  by  the  state  with  the  insur- 
ance reserves  being  held  by  the  Department  of  Administration.  All 
Department  of  Revenue  vehicles  are  covered  under  the  Comprehensive 
Automobile  Liability  policy  obtained  by  the  Department  of  Adminis- 
tration. 

The  department  is  indemnified  against  losses  due  to  dishonest  acts 
of  employees  under  the  state's  Blanket  Public  Employees'  Faithful 
Performance  Bond. 
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7.  CONTINGENT  LIABILITIES 

a)   Unused  Vacation  and  Sick  Leave 

Liabilities  Incurred  because  of  unused  vacation  and  sick  pay  by 
employees  are  not  recorded.   The  related  expenditure  Is  recorded 
when  paid.   Based  upon  a  calendar  year,  employees  can  accumulate 
vacation  leave  up  to  twice  the  number  of  leave  days  earned  annual- 
ly.  Sick  leave  earned  annually  can  be  accumulated  without  limita- 
tion.  Upon  termination,  the  employee  is  paid  all  accumulated 
vacation  leave  and  25  percent  of  the  accumulated  sick  leave.   The 
liabilities  associated  with  accumulated  vacation  and  sick  leave  at 
June  30,  1982  and  1981  were  approximately: 

1982  1981 

Vacation  Leave    $   790,000  $   636,000 

Sick  Leave  -100%   1,385,000  1,248,000 

Total         $2,175,000  $1,884,000 


b)   Litigation 

The  Department  of  Revenue  is  the  defendant  in  a  law  suit  brought 
by  two  savings  and  loan  associations  protesting  the  inclusion  of 
Interest  Income  from  federal  obligations  in  the  determination  of 
net  income  for  purposes  of  the  Montana  corporation  license  tax. 
On  September  23,  198?  the  Montana  Supreme  Court  reversed  a  dis- 
trict court  rtiling  and  held  that  the  inclusion  of  interest  on 
federal  obligations  is  not  permissible  under  federal  statutes. 
The  decision  Is  contrary  to  cases  in  numerous  other  states  which 
have  tax  laws  substantially  similar  to  the  Montana  corporation 
license  tax.   The  Department  of  Revenue  is  appealing  the  decision 
to  the  State  Supreme  Court.   The  department  estimates  that  tax 
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refunds  to  financial  In.stltutlons  of  approximately  $8.8  million 
could  result  from  the  case.   Of  such  amount  $1.7  million  would  be 
from  the  State  and  $7.1  million  would  be  from  local  government 
units. 

8.  LEASED  PREMISES  AND  EQUIPMENT 

During  fiscal  year  ended  June  30,  1982,  the  Department  of  Revenue 
leased  office  space  for  several  divisions  and  certain  types  of 
equipment.   These  agreements  were  short  term  in  nature.  The  Liquor 
Division  had  leases  on  75  state  liquor  stores  at  June  30,  1982. 
These  leases  are  generally  for  five  or  ten  years  with  five-year 
renewal  options.   However,  if  the  department  does  not  receive 
funding  from  the  state  to  continue  operating  retail  liquor  stores, 
the  department  can  terminate  the  leases  on  sixty  days  notice  to 
the  lessors.   The  Lessor  furnishes  and  maintains  the  buildings  and 
most  fixtures.   All  of  these  leases  are  classified  as  operating 
leases. 

In  addition  to  the  liquor  stores  the  department  pays  rentals  for 
office  space  in  the  capitol  complex  and  in  several  other  cities 
for  field  offices.   All  of  these  are  considered  operating  leases. 
The  department  maintains  some  operating  leases  on  equipment. 
Operating  lease  costs  for  the  fiscal  years  ended  June  30,  1982  and 
June  30,  1981  were  $972,183  and  $897,865,  respectively.   Lease 
rentals  are  recorded  as  expenditures  over  the  lease  term  as  they 
become  payable.   The  current  commitments  under  these  leases 
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Including  the  liquor  stores  provided  for  the  following  minimum 
lease  payments. 

Year  Ending  June  30  Operating  Leases 

1983  $959,791 

1984  957,430 

1985  960,850 

1986  961,570 

1987  983,600 

$4,823,241 


Some  of  the  department's  equipment  leases  have  been  classified  as 
capital  leases.   The  liability  for  these  leases  has  been  included 
in  the  financial  statements  with  an  appropriate  entry  in  the 
amount  of  fixed  assets.   Commitments  under  lease  agreements, 
classified  as  capital  leases,  provide  the  following  future  mini- 
mum lease  payments  together  with  the  present  value  of  the  net 
minimum  lease  payments  as  of  June  30,  1982. 

Year  Ending  Net  Minimum 

June  30  Lease  Payments 

1983  $  59,462 

1984  55,483 

1985  49,710 

1986  33,461 

1987  15,458 
Total  minimum  lease  payments  $213,574 
Less:  Amount  representing  interest  &  maintenance    (74,311) 
Present  value  of  net  minimum  lease  payments  $139,263 


RETIREMENT  PLANS 

The  Department  of  Revenue  participates  in  the  Public  Employees' 
Retirement  System  (PERS) .   The  department's  contribution  share  for 
fiscal  year  1982  was  6.32  percent  and  for  fiscal  year  1981  was  6.2 
percent  of  gross  wages.   The  employee's  contribution  share  for 
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both  fiscal  years  was  6.0  percent  of  gross  wages.   Total  retire- 
ment plan  expenses  were  $823,727  and  $719,388  for  fiscal  years 
1982  and  1981,  respectively. 

PERS  provides  services  to  state  employees  and  employees  of  con- 
tracting political  subdivisions.  Members  are  eligible  for  retire- 
ment at  age  60  with  a  minimum  of  5  years  of  service  with  an 
actuarially  reduced  benefit.   A  member  with  30  or  more  years  of 
service  may  retire  at  any  age  or  after  25  years  of  service  with  an 
actuarially  reduced  benefit. 

Because  of  the  multi-employer  nature  of  PERS,  actuarial  disclo- 
sures for  Department  of  Revenue  employees  only  are  not  available. 
At  June  30,  1982,  the  Public  Employees  Retirement  System  was 
determined  to  be  actuarily  sound. 

10.  CHANGES  IN  EXPENDITURE  PROGRAMS 

Fiscal  vear  1982  expenditure  programs  differ  from  those  used  in 
fiscal  year  1981  due  to  departmental  reorganizations  and  law 
changes  as  follows: 


1.)  Audit  and  Accounting  Division  and  Operations  Division  were 
combined  into  the  Centralized  Services  Division  during  FY 
1981-82. 

2.)  The  Inheritance  Tax  Division  became  a  bureau  of  the  Miscel- 
laneous Tax  Division  during  FY  1981-82  and  the  natural 
resource  taxes  formerly  collected  by  the  Miscellaneous  Tax 
Division  were  transferred  to  the  Corporation  Tax  Division, 
now  entitled  the  Natural  Resources  and  Corporation  Tax  Divi- 
sion. 
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3.)  Recovery  Services  Division,  Investigations  Division  and 
Legal  Division  were  combined  into  the  Legal  and  Enforcement 
Division  in  FY  1981-82. 

4.)  The  Homestead  Tax  Relief  Program  was  not  renewed  by  the  1981 
Legislature,  and  was  only  applicable  to  1980  calendar  year 
property  taxes  which  were  rebated  in  FY  1980-81. 

5.)  The  1981  Legislature  passed  the  Motor  Vehicle  Fee  System  Law 
which  included  a  reimbursement  to  counties  for  the  difference 
between  the  revenues  under  the  new  fee  system  and  the  reve- 
nues under  the  tax  system.   These  expenditures  appear  as 
local  assistance  expenditures  in  the  Property  Valuation  Divi- 
sion during  FY  1981-82. 


11.  GAAP  vs.  BUDGETARY  BASIS  DATA 

The  budget  basis  differs  from  Generally  Accepted  Accounting  Prin- 
ciples (GAAP)  for  encumbrances  outstanding  at  year-end.  This 
accounting  technique  reflects  expenditures  for  purchase  orders, 
contracts  and  other  commitments  for  goods  and  services  in  the 
period  when  the  commitment  is  made  as  opposed  to  the  period  when 
the  product  is  received  and  payment  is  rendered.   At  year-end,  In 
accordance  with  state  policy,  major  qualifying  encumbrances  are 
reclassified  as  payables  and  charged  to  expenditures.   Encumbranc- 
es outstanding  do  not  constitute  expenditures  or  liabilities  in 
accordance  with  GAAP.  Accordingly,  a  Combined  Statement  of 
Revenues,  Expenditures  and  Changes  in  Fund  Balances  was  presented 
on  the  GAAP  basis  and  on  the  budgetary  basis  for  both  fiscal  years 
1980-81  and  1981-82. 

In  addition  to  the  difference  in  accruals  on  a  budgetary  basis  and 
a  GAAP  basis,  some  financial  activities  are  not  budgeted  for  vari- 
ous reasons.  These  unbudgeted  activities  are  not  presented  in  the 
budgetary  basis  statement. 
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Because  GAAP  does  not  allow  certain  encumbrances  outstanding  at 

year-end,  and  because  of  the  unbudgeted  activity,  the  revenues  and 

expenditures  of  the  General  Fund  and  the  Special  Revenue  Fund 

differ  as  follows: 

Budgetary  Basis    GAAP  Basis    Difference 
FYE  6-30-82 
Revenues: 

General  Fund      $227,510,704     $227,753,097       242,393 
Special  Rev.  Fund   134,315,547      142,520,380     8,204,833 
Expenditures: 

General  Fund       $28,731,240      $28,417,624     ($313,616) 
Special  Rev.  Fund    8,016,042       13,775,120     5,759,078 

FYE  6-30-81 


Revenue : 

General  Fund      $199,736,641  $199,927,103  $190,462 

Special  Rev.  Fund   132,529,550  135,520,066  2,990,516 

Expenditures: 

General  Fund       $21,245,781  $21,235,386  ('$10,395') 

Special  Rev.  Fund    8,494,590  9,651,924  1,157,334 


The  July  1,  1980  fund  balances  as  presented  In  these  statements 
result  from  budgetary  basis  accounting  and  do  not  reflect  any 
changes  for  the  above  described  items. 

12.        CHILD  SUPPORT  RECEIVABLE  ACTIVITY 

The  Child  Support  Enforcement  Bureau  identifies  and  attempts  to 
collect  the  obligations  of  absent  parents  to  their  children.   The 
department  estimates  that  $28,171,000  of  child  support  accounts 
receivable  existed  at  June  30,  1982.   Approximately  three  percent 
of  this  balance  is  estimated  to  be  collectible.   These  receivables 
are  not  recorded  on  the  Department's  statements.   A  portion  of  the 
collections  of  these  receivables  is  transferred  to  the  Department 
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of  Social  and  Rehabilitation  Services  to  apply  toward  the  cost  of 
child  support.   Another  portion  is  remitted  to  the  child's 
guardian. 
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DEPARTMENT  OF  REVENUE 
SCHEDULE  OF  FEDERAL  GRANT  AND  SUBGRANT  RECEIPTS 
FISCAL  YEARS  ENDING  JUNE  30,  1981  AND  1982 


DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 


Fiscal  Year 


Contract  or       1980-81  1981-82 

Direct  Grant  Number   Catalog  Number    Receipts  Receipts 

1.  Medicaid  Fraud   01-8101-MF-5050  13.775  $   99,430 

01-8201-MF-5050  13.775  $107,622 

2.  Child  Support    Open-Ended  Grant         13.679  $  940,000  $617,489 
Subgrant  From  -  State  Department  of  Labor  and  Industry 

3.  CETA  328-1-2701  $   57,304       -0- 


DEPARTMENT  OF  SOCIAL  SECURITY  ADMINISTRATION 

Subgrant  From  -  State  Department  of  Social  and  Rehabilitation  Services 

4.  Welfare  Fraud  80-010-002    $   64,379 

82-080-0002   $  50,579 


GRAND  TOTAL  $1,161,113    $775,690 


This  schedule  does  not  include  the  amount  of  Federal  Cost  Reimbursement  Receiv- 
ables due  at  June  30,  1982  and  the  amount  of  Federal  Assistance  revenue  that  was 
deferred  in  fiscal  year  1980-81. 
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AGENCY    REPLY 


DEPARTMENT  OF  REVENUE 


TEDSCHWINDEN  GOVERNOR 


STATE  OF  MONTANA' 


MITCHELL  BUILDING 


HELENA   MONTANA  59620 


April  T^,  1983 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 


(TArJA  IIZ  AJ^l\^!c  /■X}''<JuR 


Members  of  the  Committee: 

We  have  reviewed  the  report  on  the  Department  of  Fevenue  prepared  by 
the  Legislative  Auditor.   Our  response  to  the  report's  recommendations 
accompany  this  letter. 

I  wish  to  commend  the  Legislative  Auditor  and  his  staff  for  the  pro- 
fessionalism they  displayed  while  completing  their  work. 


// 


Sincerely, 

ELLEN  FEAVER 
Director 

EF/dlk 


A 
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RECOMMENDATION  //I 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REDESIGN  THE  WTTHHOLDTNC  TAX  DATA  PROCESSING  SYSTEM  TO  EACTEl- 
TATE  ACCOUNT  ANALYSIS. 

B.  IMPROVE  THE  SYSTEM'S  ERROR  REPORTING  AND  CORRECTION  PROCESS. 

RESPONSE: 


We  concur.   Implementation  of  the  recommendation  depends  on  provi- 
sion of  funding  by  the  legislature. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECONCILE  THE  WITHHOLDING  TAX  SUBSYSTEM  TO  SBAS . 

B.  COMPARE  AND  ANALYZE  WITHHOLDING  TAXES  CLAIMED  AND  COLLECTED. 

RESPONSE: 


We  concur  in  principle  with  2A  and  will  conduct  a  feasibility 
study  of  automated  reconciliation  between  the  withholding  tax  process- 
ing system  and  SBAS. 

We  concur  with  2B.   The  income  tax  division  has  made  the  compari- 
son for  the  last  three  years  as  the  data  has  become  available. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  FOLLOW  ESTABLISHED  POLICIES  RELATING 
TO  FIELD  AUDITS. 

RESPONSE 

We  concur.   Withholding  tax  audit  procedures  have  been  incorporat- 
ed in  the  audit  manual. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  COOPERATE  WITH  THE  WORKERS'  COMPENSA- 
TION AND  UNEMPLOYMENT  INSURANCE  DIVISIONS  OF  THE  DEPARTMENT  OF  LABOR 
AND  INDUSTRY  TO  OBTAIN  EVIDENCE  OF  EMPLOYER  COMPLIANCE  WITH  WITHHOLD- 
ING REQUIREMENTS. 

RESPONSE: 


We  concur.   Subject  to  the  legal  requirements  for  confidentiality 
of  tax  records,  we  will  continue  to  communicate  with  other  state  agen- 
cies on  cases  involving  significant  tax  adjustments. 
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RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  INCREASE  THE  AUDIT  COVERAGE  OF  EMPLOY- 
ERS IN  THE  WITHHOLDING  TAX  AREA, 

RESPONSE: 


We  concur.   We  do   not  agree  that  the  increased  auditing  should  be 
done  at  rondom  since  the  Department  has  only  one  position  in  the  With- 
holding Bureau  devoted  to  withholding  audits.   Currently,  the  Depart- 
ment does  some  random  auditing  for  withholding  taxes  as  part  of  audits 
of  motor  fuel  taxes,  corporation  license  tax  and  natural  resource 
taxes.   We  intend  to  continue  this  practice. 

RECOMMENDATION  if 6 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  POLICIES  AND  PROCEDURES  TO 
ENSURE  THE  BAD  DEBT  COLLECTION  SERVICE  OPERATES  EFFECTIVELY, 

RESPONSE 

We  concur.   The  initial  priorities  in  this  program  have  been  con- 
cerned more  with  increasing  collections  rather  than  production  of  an 
audit  trail.   We  agree  that  better  documentation  is  needed.   Since 
collections  significantly  exceed  costs  we  will  devote  the  resources 
necessary  to  establish  system  documentation. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  EITHER  COMPLY  WITH  THE  LAW  OR  SEEK 
LEGISLATION  TO  ALLOW  TRANSFER  OF  IN-STATE  DEBTOR  ACCOUNTS  TO  COLLEC- 
TION AGENCIES, 

RESPONSE 

We  believe  we  are  currently  complying  with  the  law.   Although  the 
law  is  not  specific  on  the  use  of  commercial  collection  agencies  for 
in-state  debtors,  we  believe,  as  stated  in  the  audit  report  and  sup- 
ported by  the  opinion  of  the  Department's  legal  staff,  that  the  law 
does  not  prohibit  the  use  of  collection  agencies  for  in-state  debts. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  PERFORM  A  COST  BENEFIT  ANALYSIS  ON  COLLECTION  OF  DEBTS. 

B.  ESTABLISH  SPECIFIC  DOLLAR  LIMITS  FOR  BAD  DEBT  COLLECTION  AND 
WRITE  OFF, 

C.  EVALUATE  COSTS  ASSOCIATED  WITH  THE  BAD  DEBT  COLLECTION 
SERVICF. 

D.  IMPLEMENT  PROCEDURES  TO  REDUCE  EXPENSES  AND  INCREASE 
COLLECTIONS  OF  THE  BAD  DEBT  COLLECTIONS  SERVICE, 

RESPONSE 
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We  concur.   The  Department  will  conduct  a  study  of  the  Bad  Debts 
Collection  program  with  the  goal  of  implementing  procedures  which  will 
allow  us  to  achieve  greater  efficiency  and  effectiveness  in  this  area. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT  CORRECT  THE  DATA  PROCESSING  WEAKNESSES 
DISCUSSED  ABOVE  (IN  THE  BODY  OF  THE  REPORT,  PAGE  16). 

RESPONSE 

Item  I:   We  concur.   We  agree  that  the  current  liquor  store  sales 
system  does  not  have  adequate  batch  controls.   We  will  correct  this 
shortcoming  when  we  write  a  new  system. 

Item  2:  We  concur.  Additional  security  is  needed  and  will  be 
made  possible  through  ACF2  which  the  Department  of  Administration  Is 
currently  implementing.  We  believe  that  our  existing  testing  proce- 
dures are  adequate  and  that  programmers  must  continue  to  have  access 
to  production  application  programs  on  a  need-to-know  basis  in  order  to 
maintain  them.  Our  programmers  do  not  currently  have  access  to  sys- 
tems programs. 

Item  3:   We  concur.   Every  system  should  have  an  approved  user's 
manual  before  the  system  goes  into  production.   The  only  system  that 
is  running  in  a  production  mode  currently  that  does  not  have  an  ade- 
quate manual  is  the  Liquor  Information  Management  System.   The  current 
Withholding  Tax  User's  Manual  contains  very  detailed  systems  and  error 
correction  procedures.   Problems  arise  from  the  lack  of  currency  of 
that  system,  not  with  the  documentation. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT  AUTOMATE  ITS  REVIEW  OF  CORPORATION  TAX 
NON-FILERS . 

RESPONSE 

We  concur.  The  capability  already  exists  to  create  a  delinquent 
list.  The  Department  will  Implement  an  automated  system  as  time  and 
funding  allow. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  DEPARTMENT  ACCOUNT  FOR  MOTOR  FUELS  AND  INHERI- 
TANCE TAX  ACCOUNTS  RECEIVABLE  ON  AN  AUTOMATED  ACCOUNTS  RECEIVABLE 
SYSTEM. 

RESPONSE 

We  concur  In  principle.   We  agree  that  a  feasibility  study  should 
be  done  for  the  Motor  Fuels  Accounts  Receivable  System.   We  will  also 
Investigate  the  changes  required  to  Implement  an  automated  accounts 
receivable  system  for  Inheritance  Tax. 
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RECOMMENDATION  #12 

WE  RECOMMEND  THE  DEPARTMENT  CONSIDER  ESTABLISHING  A 
BUSINESS/CORPORATION  DATABASE  FOR  SHARING  DATA  WITHIN  THE  DEPARTMENT 
AND  OTHER  STATE  AGENCIES. 

RESPONSE 

We  concur.   We  will  study  the  feasibility  of  establishing  a  data 
base  for  those  automated  systems  which  deal  with  businesses  and/or 
corporations.   One  of  the  principal  concerns  with  such  a  data  base 
would  be  to  assure  that  the  integrity  of  the  data  can  be  guaranteed 
and  the  confidentiality  protected. 

RECOMMENDATION  #13 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ACCRUE  AND  DEFER  TAX  REVENUE  IN  ACCORDANCE  WITH  STATE  POLICY. 

B.  ACCOUNT  FOR  DELINQUENT  AND  CURRENT  YEAR  TAX  AMOUNTS  SEPARATELY 
WITHIN  ITS  ACCOUNTING  RECORDS. 

C.  ESTABLISH  AN  ACCOUNTS  RECEIVABLE  LESS  AN  ALLOWANCE  FOR 
DOUBTFUL  ACCOUNTS  FOR  TAXES  NOT  COLLECTED  BY  FISCAL  YEAR-END. 

RESPONSE 

We  concur.   We  will  request  a  change  in  the  monthly  County  Collec- 
tion Report  sent  to  the  State  Treasurer  to  reflect  current  year  and 
delinquent  amounts. 

RECOMMENDATION  #14 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  FEDERAL  REVENUE  IN  ACCORDANCE 
WITH  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES. 

RESPONSE 

We  concur. 

We  have  experienced  difficulty  in  matching  and  balancing  revenues 
and  expenses  at  year-end  because  sufficient  time  is  not  available 
during  the  SBAS  year-end  closing  process.   The  Department  of  Adminis- 
tration is  considering  printing  a  preliminary  report  that  will  allow 
for  adjustments.   Such  a  report  would  eliminate  the  time  problem  and 
guarantee  our  ability  to  implement  this  recommendation. 

RECOMMENDATION  #15 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  PROCEDURES  TO  ENSURE  TIMELY 
AND  ACCURATE  CREDIT  FOR  CHANGES  AND  COLLECTIONS  ON  ACCOUNTS. 

RESPONSE 

We  concur. 
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Each  division  is  responsible  for  maintaining  the  accurncy  of  its 
accounts  receivable  system.   We  will  review  each  subsystem  at  least 
annually  In  order  to  determine  what,  if  any,  additional  controls  are 
needed  to  maintain  accurate  account  balances. 

RECOMMENDATION  #16 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ALL  TAXES  ARE  Rl'PORTED  AND 
COLLECTED  BY: 

A.   SEEKING  LEGISLATION  TO  REQUIRE  ALL  PURCHASERS  OF  MONTANA  OIL 

TO  FILE  REPORTS  WITH  THE  DEPARTMENT  DETAILING  QUANTITY  AND 

PRODUCER'S  NAME. 
R.   REQUIRING  GASOLINE  DEALERS  TO  SUBMIT  BILLS  OF  LADING  AND  THAT 

IMPORTED  GASOLINE  REPORTS  BE  SUBMITTED. 

RESPONSE 

We  do  not  concur  with  part  A  of  the  recommendation.   Performing 
audits  is  a  more  cost  effective  way  of  dealing  with  oil  producers' 
reports. 

We  concur  with  the  principle  of  part  B.   We  believe  that  we 
already  obtain  adequate  information  regarding  imported  gasoline 
through  reciprocal  sharing  with  bordering  states  and  manifests  for- 
warded by  terminal  managers. 

RECOMMENDATION  #17 

WE  RECOMMEND  THE  LIQUOR  DIVISION  PAY  FOR  SUPPORT  SERVICES  BASED  ON 
A  REASONABLE  ALLOCATION  OF  THE  COSTS  OF  THE  SERVICES  RECEIVED. 

RESPONSE 

We  concur.   We  have  brought  this  matter  to  the  attention  of  the 
Legislature  during  the  last  two  sessions.   The  Legislature  chose  the 
existing  funding  procedure  but  acknowledged  that  the  appropriations  to 
each  support  division  did  not  bear  a  relationship  to  the  service  pro- 
vided by  that  support  division.   We  will  consider  bringing  this  recom- 
mendation to  the  next  session. 

RECOMMENDATION  #18 

WE  RECOMMEND  THE  LEGISLATURE  FUND  THE  LICENSING  FUNCTION  FROM 
LICENSING  REVENUES. 

RESPONSE 

We  concur.   We  discussed  the  matter  with  the  Legislature  in  both 
1981  and  1983.   We  will  continue  to  bring  it  to  the  attention  of  sub- 
sequent sessions. 

RECOMMENDATION  #19 
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WE  RECOMMEND  THE  DEPARTMENT  RECORD  EARNED  INVESTMENT  INCOME  AT 
FISCAL  YEAR-END, 

RESPONSE 

We  concur. 

The  information  necessary  to  accrue  investment  income  is  not 
always  available  before  the  books  are  closed  at  fiscal  year-end.   To 
the  extent  possible  we  will  obtain  the  data  or,  alternatively,  esti- 
mate a  year-end  amount. 

RECOMMENDATION  #20 

WE  RECOMMEND  THE  DEPARTMENT  REPORT  ITS  FIXED  ASSETS  IN  ACCORDANCE 
WITH  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES. 

RESPONSE 

We  concur.   A  criterion  for  capitalizing  leases  will  be  estab- 
lished and  circulated  to  the  appropriate  divisions. 

REC0M>1ENDATI0N  //21 


WE  RECOMMEND  THE  DEPARTMENT  APPOINT  A  MHLTISTATE  ADVISORY  COUNCIL 
IN  ACCORDANCE  WITH  STATE  LAW  OR  SEEK  CHANGES  IN  THE  LAW. 

RESPONSE 

We  concur.   The  Advisory  Council  is  a  requirement  of  the 
Multistate  Compact.   We  will  seek  the  necessary  change  in  the  Compact 
and,  if  successful,  bring  the  change  to  the  attention  of  the  legisla- 
ture. 

RECOMMENDATION  #22 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECORD  ACCOUNTS  RECEIVABLE  -  DISHONORED  CHECKS  OFFSET  BY  AN 
ALLOWANCE  FOR  UNCOLT,ECTIBLE  ACCOUNTS  WITHIN  THE  FUND  THAT 
RECEIVED  THE  DISHONORED  CHECKS. 

B.  ENSURE  THE  UNCLEARED  COLLECTIONS  ACCOUNT  HAS  A  ZERO  CASH 
BALANCE  AT  YEAR-END  BY  DISTRIBUTING  ANY  CASH  REMAINING  IN  THE 
ACCOUNT  AT  JUNE  30. 

RESPONSE 

We  concur  with  part  A.   Since  entries  to  SBAS  for  dishonored 
checks  are  made  by  the  Department  of  Administration,  we  will  continue 
to  record  original  receipt  of  these  dishonored  checks  within  one  agen- 
cy fund,  but  wi] ]  make  monthly  transfers  to  the  respective  funds  from 
which  the  checks  were  dishonored.   Use  of  the  agency  fund  permits  the 
State  Treasurer  to  use  the  same  coding  for  each  dishonored  check.   We 
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iv   turn  will  identify  the  tax  involved  and  distributed  the  dishonored 
amounts  monthly. 

We  concur  in  principle  with  part  B.   We  believe  that  our  riitoff 
procedures  handled  tho  cnsh  distribution  in  an  acceptable  manner. 

RECOMMENDATION  #23 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  PROPERTY  DIVISION  PERSONNEL  TO 
CHECK  PROPERTY  BACK  TO  THE  PAMS  LISTING  WHEN  VISITING  COUNTY  OFFICES. 

RESPONSE 

We  concur.   The  division  has  done  a  comprehensive  inventory  of  the 
equipment  in  county  offices  and  will  strive  to  maintain  it  by  having 
division  personnel  make  periodic  checks. 
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